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Some Factors Beneath the Surface of Current Financial Events 





The Stock Exchange, Not the Banks, Caused the Reaction 


HE sharp reaction in the “war order” section of the market last week was 
not caused by calling of loans by the banks, although it was so reported 
in some of the newspapers. The banks have from the start taken a very 

conservative position in regard to loaning on these issues. Moreover, the rapid 
advance of prices has in itself tended to make the banks’ loans all the more secure. 
If a bank has loaned 60 per cent. of the price of a stock selling at par, its loan 
is reduced to 50 per cent. when the price advances 20 points: 

The result is that the banks have at no time had any occasion to worry about 
loans on the highly speculative stocks. 

Brokers also have been conservative in their margin requirements from cus- 
tomers, but the sensational character of the recent advances and the very large 
public interest in many of the war order stocks nevertheless led the brokerage 
fraternity to feel that the safest thing to do was to still further increase their 
margin demands. 

The number of clients who closed out their war stocks rather than deposit the 
additional margins was, on the whole, surprisingly small. As usual, a much larger 
number closed their commitments through fear of what others might do, and 
there was some increase of the short interest on the theory that the market was 
“overbought” to such an extent that these margin calls would precipitate a smash. 

Taking the list as a whole, however, there was no smash. A few of the stocks 
which had advanced the most suffered sharp declines, but in view of the extent 
of the previous rise in these issues, the declines were after all hardly more than 
natural reactions. 

If the banks had been in such a position as to be obliged to call loans, the 
decline would have been much more severe and would have been spread over a 
wider section of the list. The banking interests are not always able to create a 
bull market to order, but they can always cause a considerable decline by a con- 
certed calling of loans. When they have plenty of money on hand to lend and 
good security to lend it on, as at present, they have no inducement to call loans. 
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F oreign Exchange Does Not Respond to the War Loan 


THOSE who have expected that the foreign exchange rate would be “corrected” 

and restored to a natural basis by the war loan, have been grievously disap- 
pointed. The most that the successful underwriting of the loan has done has been 
to prevent exchange from falling so rapidly as to become utterly demoralized. 
After a rally to above $4.70, renewed weakness has been shown in the rate. When 
$4.70 was first reached it was considered sensationally low, but now it has come 
to be taken as a matter of course. 

Foreign exchange rates are always heavily in favor of a big commercial coun- 
try at peace when other great nations are at war. That is the teaching of all his- 
tory, and without doubt the low rates at New York must continue while the war 
lasts. Just how low the rate will go is an interesting question for debate, but in 
the nature of the case the question cannot be answered. The answer would re- 
quire a foreknowledge of the events and outcome of the war. 


Bank Clearings Show Genuine Prosperity 


(THROUGHOUT the summer, while there were on all sides evidences of reviving 

business, bank clearings—except for New York City, which is always heavily 
influenced by the stock market—did not show the expected increases. With the 
opening of fall business, however, there has been a gratifying change in that 
particular. 

Total clearings outside of New York for September were 3.3 per cent. greater 
than in September, °4912, when business was showing a strong reviving tendency. 
For the clearings tb. ‘exceed 1914 or 1913 would not necessarily indicate any great 
lbusiness activity, stnice both those years were dull, but when the outside clearings 
begin to forge ahead of 1912, much better conditions are certainly indicated. 

It is interesting to note that the September clearings for New York City alone 
were greater than those for the entire country in September, 1914. Wall Street, 
after being the bluest spot in the country for several years, is at last getting its 
share of prosperity. 

October clearings are so far fully up to the September, and there is every 
reason to expect still further expansion. 


The Market and the Fortunes of War 


A SOMEWHAT peculiar situation has arisen in connection with the effect of 

the war on the stock market. So long as the majority of American investors 
believe that, even though the Allies may not win, the Teutonic armies cannot win 
—so that a draw is the most probable result—every defeat for the Allies is a bull 
argument on stocks, because it tends to prolong the war and thus to prolong the 
Allies’ purchases from this country, which are the principal basis of our present 
prosperity. 

If, on the other hand, the Allies should at any time be so severely defeated 
that the result was looked upon as likely to shorten the war, or to interfere with 
the ability of the Allies to pay for their immense purchases, the effect on the mar- 
ket would unquestionably be bearish. 

Two events have recently occurred which tend to bring us decidedly nearer 
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the second of the two above hypotheses. First, Bulgaria has apparently joined 
the Teutonic cause, and that puts a very different face on the whole Balkan situ- 
ation. Second, by taking a loan of $500,000,000 from the Allies we have become 
financially more closely connected with them than with Germany. True, it is a 
question of quantity rather than of principle, since German-Americans have sub- 
scribed freely to the various German loans; but the amount of American money 
that is concerned in the success of the Allies is now much greater than that which 
is concerned in the triumph of the Teutons. 

It may, therefore, be naturally expected that severe defeats for the Allies will, 
if they occur, soon begin to have a bearish effect on our stock market, because 
the war is reaching the stage where the purchasing power of “our two best cus- 
tomers,” as J. P. Morgan calls them, might be materially lessened by continued 
defeat. 


The Steel Industry Booms 
NEVER until September, 1915, did the United States produce 2,852,000 tons of 


pig iren in any one month. The previous high-water mark was 2,822,000 
in May, 1913. Last December iron production fell to 1,516,000 tons. Since that 
date every month has registered an increase over the preceding month. 

There ia no indication, however, that the steel industry is at the maximum. 
On the other hand there is every prospect of a further gain. Unfilled orders of the 
U. S. Steel Corporation increased 409,000 tons during September, but that brought 
them only up to 5,317,000 tons, which compares with a maximum of 7,932,000 tons 
in December, 1912—and, of course, the capacity of the big corporation is much 
greater now than it was in 1912. 

Again, the price of pig iron is not yet high. No. 2 Southern at Cincinnati 
is now about $14.50, while in December, 1912, it reached $17.25—not to mention 
the price of $26.00, which ruled in the first quarter of 1907. Pig iron has plenty 
of room to rise—for it must be remembered that the general price-scale for al! 
commodities is now higher than at either of the two previous periods mentioned. 


An Outlook for Further Expansion 


i must be admitted that our present rising prosperity is largely based on the 

war. That, however, is not to say that the end of the war must necessarily end 
the prosperity. Peace, when it comes, will have to be followed by a rebuilding 
process over a large part of Europe, and it is entirely probable that this country 
will be called upon to export its products heavily until after the war scars have 
been at least partially healed. 

But so far the end of the war cannot be said to be in sight. It appears as 
though the natural course of events would still bring more and more war for 


many months to come. 

e outlook, therefore, is for further expansion of our trade and for a more 
general distribution of the benefits flowing from the “war order” business. So 
far business has been “spotty.” ’ It is likely to become less so as the profits from 
the war business percolate into other channels. 

So, while we must chasten ourselves with the reflection that a “war boom” 
is necessarily temporary, we can as yet see no signs of any check to the upward 


swing of trade. 











The Stockholder’s Wage 


Returns to Investors in Railroad Stocks 





By Emory R. Johnson, Ph. D., Sc. D., Professor of Transportation 
and Commerce, University of Pennsylvania. 


————_—- - ae 


RE railroad stocks to rise and to 
remain above the low level they 
have occupied for more than 

three years? A brief review of the 
causes that have kept the returns from 
railroad securities relatively small for 
so long a period, and an analysis of 
present and prospective business con- 
ditions ought to afford a fairly reliable 
answer to this query. 

What, as a matter of fact, have the 
holders of railroad stocks been secur- 
ing from their investments? Nat- 
urally the dividend rates have varied 
largely with different companies, and 
the dividends have represented widely 
varying rates of return upon actual in- 
vestments. A very general idea of the 
dividends received by railroad stock- 
holders is given in the statistics pub- 
lished by the Interstate Commerce 
Commission. From the relatively fa- 
vorable condition of railroad stocks 
during the year ending June 30, 1911, 
when the average dividends on divi- 
dend-paying stocks were 8.03 per cent 
and the average rate for all railroad 
stocks in the aggregate was 5.43 per 
cent, the average dividend fell in 1912 
to 7.17 per cent on dividend-paying 
stocks and to 4.64 per cent on all 
stocks. In 1913 the average dividends 
went still lower to 6.37 per cent for 
dividend-paying stocks and to 4.22 per 
cent for railroad stocks as a whole. 

In 1914 the situation apparently im- 
proved, the average rate paid on divi- 
dend-bearing stocks being 7.97 per cent 
and on stocks in the aggregate 5.20; 
but the gain in 1914 was more apparent 
than real, for, as the Interstate Com- 


merce Commission explained, the in- 


crease in dividends declared during the 
year, $82,656,870, was accounted for by 
an increase of $86,000,000 in dividends 
declared by the Union Pacific Railroad 
Company and the Central Pacific Rail- 


way Company. Official figures for 1915 
are not complete, but apparently there 
has been no marked change from the 
situation that prevailed in 1914. 


Earnings 


The dividend showing of railways as 
a whole, and of the financially stronger 
companies in particular has, indeed, 
been more favorable than has their 
showing as regards earnings. As is 
well known, it is the policy of most 
companies to maintain the regular divi- 
dend rate, if possible, during years. of 
depression. To do this, economy in 
expenses is rigidly enforced, the accu- 
mulated surplus is drawn upon, and ad- 
ditions to surplus are postponed. It 
would, for instance, be a serious mat- 
ter for the Pennsylvania Railroad 
Company with nearly a hundred thou- 
sand stockholders and with the known 
influence which its action would have 
upon the general financial situation to 
cut its regular dividend. It and sev- 
eral other large railroads have con- 
tinued their regular dividends since 
1910, in spite of the great shrinkage 
their earnings have suffered. 

Railroad traffic and gross earnings 
necessarily fluctuate with the ups and 
downs of general business conditions ; 
and from the summer of 1912 to 
August, 1915, business was continu- 
ously dull. We need not enumerate 
the causes accounting for the business 
depression of those years. It is the 
effect of the depression upon railroad 
traffic, earnings and dividends that 
especially concerns us in this discus- 
sion. The combined passenger and 
freight traffic of 1912, instead of show- 
ing a normal increase, was practically 
the same as in 1911; and, while in 1913 
a fair advance was made, the freight 
traffic and the total gross earnings 
were lower in 1914 than they had been 
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the previous year. Railroad tonnage 
and revenues continued unsatisfactory 
until the summer of 1915, in spite of 
the fact that the farm crops were good 
in 1914 and the export trade, as a 
whole, was large after the beginning 
of 1915. 

Since the gross earnings of the rail- 
roads are the product of the traffic and 
rates, they must vary with the volume 
of business, unless the. rates are 
changed. During the past few years 
gross passenger earnings have risen 
somewhat, but the freight revenue per 
mile of road in the years 1911 and 1912 
was less than in 1910, and was lower in 
1914 than during the previous year. 
The relatively slight advances allowed 
in fares and rates by the Federal and 
State commissions were not sufficient 
to offset the unfavorable traffic con- 
ditions. 


Rates 


Naturally shippers and the general 
public have opposed all attempted in- 
creases in freight rates and passenger 
fares; and railroad commissions, while 
granting moderate advances in some 
rates and fares and in some general 
schedules of charges in certain sec- 
tions of the country, have acted con- 
servatively in approving higher tariffs, 
and have in part offset the increases by 
making reductions in the rates on some 
commodities that contribute a large 
tonnage to the traffic of the railroads. 

The general policy of the commis- 
sions has been to insist that the rail- 
road companies meet the unfavorable 
situation by economizing in expenses 
instead of by raising rates, and the 
railroads have reduced expenses radi- 
cally and postponed renewals and bet- 
terments wherever possible, and have 
also made a searching inquiry into 
practices and methods for the purpose 
of introducing greater economy and 
efficiency. 

Viewing the management of Amer- 
ican railroads as a whole, it may safely 
be said that in no other large business 
has greater and more intelligent effort 
been made to improve methods and 
reduce unit costs. Had not this been 
the policy of American railroad man- 


agement, the holders of railroad stocks 
would either have had still lower divi- 
dends than they have received, or 
shippers and travelers would have been 
obliged to pay higher rates and fares 
than have prevailed. 


The Ebb Tide Ended 


The ebb tide in railroad affairs seems 
now to have ended. The situation has 
been improving since the middle of the 
summer, and the prospects for the 
coming month are better than they 
have been for several years. There are 
several indications that good times are 
coming for the farmer, the manufac- 
turer and the railroads. 

General prosperity is affected more 
strongly by the returns to agriculture 
than by any other factors. The grain 
crops this year have been large in all 
the cereal-producing sections of the 
country, and the continued demand in 
war-stricken Europe for food supplies 
of all kinds will sustain export and do- 
mestic prices at a level highly profit- 
able to the farmers. The market for 
raw cotton is somewhat restricted, but 
even cotton prices have tended to im- 
prove as the year has advanced. The 
increased activity of American cotton 
mills has provided a larger domestic 
market for cotton. Some of this year’s 
crop, however, will necessarily have to 
be held over for a year; but it is be- 
lieved that this can be accomplished by 
the planters and bankers in such a way 
as to minimize the harmful effect upon 
the South of the temporary restriction 
of the European cotton market. 

Next to agricultural prosperity, the 
activity of the iron and steel mills is 
the best indication of present and pros- 
pective business conditions. The iron 
and steel industry is basic as regards 
a large range of industries. The steel 
mills are the first to feel the effect of 
a restriction of business and the first 
to indicate an improvement in business. 
War orders have created a demand for 


iron and steel that has brought all fur- 


naces into blast and has started the 
machinery of all the steel mills. The 
trade in munitions is, of course, a tem- 
porary one that has created an ab- 
normal situation in the manufacturing 
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business in the United States, but it 
seems probable that the present ex- 
ceptional demand for steel products 
may not prove of short duration. 

The demand for the munitions trade 
may not last more than a year; but the 
expanding requirements of the domes- 
tic industries may easily be so large as 
to keep the fires burning and the 
wheels turning in all the iron and steel 
plants for some years to come. It 
should be remembered that the busi- 
ness depression of the past three years 
has postponed orders for structural 
steel, has prevented the inauguration 
of many business activities requiring 
steel products of different kinds, and, 
what is most significant of all, has com- 
pelled the railroads to defer orders for 
locomotives, cars and rails. Car-build- 
ers are now in the market with good 
orders for plates, which means that the 
railroads are buying cars. The orders 
for rails may be expected to follow 
presently in good volume. Locomotive 
builders, while at present busy with 
foreign orders are planning to take 
care of the large domestic demand 
which they are confident will soon be 
made upon them. 

The demand for coal is another sure 
trade index. At the present moment 
an enlarged export tonnage, together 
with a moderate domestic demand, has 
given prosperity to coal producers. The 
export business may fall off in a year 
but there is no prospect that coal sales 
as a whole will decline for sometime to 
come. 


Better Prospects Ahead 


These and other.,.indications that 
might be noted regarding present and 
prospective busines$ conditions point 
to a rising volume of railroad traffic 
and gross earnings. Necessarily, the 
railroads for two years to come must 
draw liberally upon earnings for re- 
newals, for deferred maintenance ex- 
penses, and, in the case of some com- 
panies, for strengthening their “de- 
preciation reserve” and surplus funds. 
At least such ought to be, and presum- 
ably will be, the policy of American 
railroad companies ; but this policy will 
probably not prevent a better showing 


in “net revenues” from which the 
stockholders’ dividends are paid. The 
average dividends for the fiscal year 
ending June 30, 1916, ought to show a 
decided gain over rates that have pre 
vailed since 1912. 

Much, of course, depends upon the 
attitude and policy of the Interstate 
Commerce Commission. If it should 
be of the opinion that the present pros- 
perity of the railroads and the future 
development of railway mileage, equip- 
ment and other facilities can be as- 
sured by maintaining or even by re- 
ducing present rates and fares, rail- 
way dividends will not rise much and 
the price of railway securities will 
range relatively low in spite of gen- 
eral business prosperity. If, on the 
other hand, the commission should fol- 
low a policy of granting moderate in- 
creases in railway freight and pas- 
senger charges, the railroads will 
share with other business activities in 
the general prosperity. 

There are indications that the min- 
ority members of the Interstate Com- 
merce Commission that have favored 
higher rates and fares as a general 
policy are influencing the views of the 
majority members to adopt a more lib- 
eral attitude towards the carriers ; and, 
while it is not to be expected that there 
will be any large advance of rates and 
fares, it is quite probable that the In- 
terstate Commerce Commission will 
not prevent the carriers from putting 
in higher tariffs when conditions 
clearly warrant a change. 

The rise now taking place in railroad 
stocks is doubtless due in part to the 
large increase in the price of certain 
industrials. To what extent the ad- 
vance in railroad stocks is a sym- 
pathetc movement, and to what extent 
the rise in railroad securities is th« 
markets’ estimate of the improving 
conditions of the traffic and earnings 
of the railroads it is impossible to de 
termine. Apparently, however, the 
market has already decided that the 
worst days are over for railroad 
stocks, and that the returns which 
stockholders are to receive in the near 
future warrant higher prices for rail- 
road securities. 











FUTURE PRICES 


How They May Be Gauged By Bank Conditions 





The Relation Between Loans and Deposits of New York 
Banks and Influence on the Stock Market— 
Illustrated by a Graphic 





By G. C. SELDEN 





HE relation between the loans and 

deposits of New York banks is 

always a subject of much prac- 
tical interest to investors because of 
the light it sheds on credit conditions. 
It will not do to make a fetich of it, 
or to assume that loans and deposits 
can furnish us any infallible rule which 
will enable us to predict with certainty 
the course of the stock market, but 
nevertheless a careful study of the 
subject is decidedly helpful in enabling 
the investor to form a sound opinion 
of the situation. 

The graphic herewith shows the 
course of this ratio for nearly fourteen 
years, together with the general 
movements of railroad and industrial 
stocks separately, arranged in such a 
way as to permit a systematic com- 
parison month by month. Only a 
glance at this graphic is necessary to 
show that there is a remarkable cor- 
respondence between the broad move- 
ments of the ratio of deposits to loans 
and the big swings of the market. 

The graphic comprises the clearing- 
house banks only, not the trust com- 
panies, because during the greater 
part of this period the trust com- 
panies were not included in the clear- 
ing house. To get a fair comparison, 
therefore, for the entire period on the 
same basis, it is necessary to omit the 
trust companies. 

A “seasonal correction” has been 
applied to the ratio, so as_ to 
eliminate those changes which were 
due merely to the season of the year 
These seasonal changes are of consid- 
erable importance, as deposits tend to 
flow out of the banks in the fall dur- 
ing the crop moving season and to 
return during the winter, 


The Principle 


The principle behind the graphic is 
easily understood, in spite of the fact 
that some writers are inclined to speak 
of it as more or less mysterious. 
When deposits exceed loans the 
banks have money on hand which they 
would like to lend; therefore the sup- 
ply of credit exceeds the demand and 
it is relatively easy to borrow money 
on stocks and bonds as _ collateral. 
Low money rates naturally result 
and investors can get a better return 
on their money by putting it into 
securities than by lending it direct to 
borrowers. Hence money gradually 
flows into securities, causing higher 
prices. That is how abundant bank 
deposits affect the investment demand 

But they have an even greater effect 
on speculation. A _ bull market is 
always built up chiefly by operations 
on credit. When deposits exceed loans 
it is easy to get this necessary credit 
from the banks. Hence the excess of 
deposits over loans furnishes the fuel 
which is essential to build up the fire 
of speculation. 

On the other hand, when loans be- 
gin to exceed deposits—so that the 
ratio falls below 100—a_ certain 
amount of “inflation” is indicated. 
The way this is usually put is that the 
banks show inflation, or that they are 
“over-loaned.” This is putting the 
cart before the horse. There may bh: 
isolated banks which have loaned 
more than is good for them, but the 
banks as a whole do not lend money 
unless they have adequate security 
and cannot properly be said to be over- 
loaned. 


The most important indication given 
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by rising loans as compared with de- 
posits is that business men are bor- 
rowing too much money. The banks 
are not necessarily over-loaning, but 
their patrons are over-borrowing. It 
is that which really constitutes the un- 
soundness of the situation. 

Under such conditions the banks are 
likely soon to check the expansion of 
loans. To put it in another way, the 
demand for credit is beginning to ex- 
ceed the supply, hence the price of 
credit—or the interest rate—will rise. 

This reverses the situation. Invest- 
ors are now inclined to sell their secur- 
ities and use the money in other ways, 
and speculators find more difficulty in 
getting the necessary credit for bull 
operations. The result is a declining 
market. 

During the last year two factors 
have been present which might easily 
be conceived as disturbing the normal 
movement of the ratio of deposits to 
loans. The first has been the inaugu- 


ration of the new Federal Reserve 
banking system, involving a reduction 
in reserve requirements for New York 


banks from 25 per cent to 18 per cent. 
The second has been the European 
War, which did in fact prevent the 
stock market from following this 
ratio in the usual way during the first 
half of 1914. 

In view of these uncertain factors* 
we have had little to say about the 
ratio of deposits to loans since early 
in 1914. In 1915, however, the market 
has readjusted itself to the new condi- 
tions and this ratio is now to all ap- 
pearances just as good a guide as ever. 


Stocks Follow the Ratio 


It is unnecessary to go into an 
examination of the relation between 
this ratio and the stock market year 
by year. The reader can see that for 
himself by a study of the diagram. 

In a general way, the market fol- 
lows this ratio. When the ratio stands 
above 100, credit conditions are favor- 
able for a bull market and the bul! 
market nearly always comes along in 
due time. When the excess of deposits 
over loans is lost, the market is pretty 
sure to decline until the excess is re- 


established. This re-establishment 
comes as a result of the contraction 
of loans in general business as well as 
in the security markets. A big excess 
of deposits means a big bull market, 
as in 1904, 1908 and 1915. A slow and 
hesitating upward movement of the 
ratio brings a slow and hesitating up- 
ward movement in stocks, as in 1911 
and 1912. 

When we say that the market fol- 
lows the ratio, it is not to be under- 
stood that the line of the market 
turns with the line of the ratio. This 
would be losing sight of the principle 
behind the diagram. It is only when 
the excess of deposits is nearly gone 
that the bull market begins to expire 
for lack of sustenarice—not when the 
excess begins to fall from its highest 
point. 

It will be noted that during the first 
half of 1914 the market refused, after 
two abortive efforts, to follow the 
rising excess of deposits. We have 
been told again and again that the 
European War burst unheralded upon 
an astonished world, that the various 
nations blundered into the war with- 
out any definite intentions on any- 
body’s part, and so forth; but here is 
evidence that the stock market knew 
something was wrong. No individual 
in this country, so far as can be dis- 
covered, knew that the war was com- 
ing—but the stock market knew, and 
refused to advance in spite of the most 
satisfactory credit conditions. 


The Present Outlook 


The present excess of deposits is 
sufficient to warrant the expectation 
of a continuance of the bull market. 
During the first four months of 1915 
both loans and deposits were expand- 
ing, but the gain in deposits was much 
the greater. During the next four 
months deposits increased rapidly, but 
loans kept pace with them so that the 
ratio remained nearly stationary. In Sep- 
tember deposits again forged ahead of the 
loans! 

Our natural conclusion from these 
credit facts is that the bull market 
will continue but may be interrupted 
by more reactions than heretofore. 
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The Real Estate Mortgage 


The Attractions and Dangers Surrounding This Security. 
What to Insist on for Safety and What to Avoid. 





By CHAS. B. SCHOOLFIELD, Attorney-at-Law 





REAL ESTATE Bond is exactly the 
same as any other bond—being a 
small share of a large mortgage. 

The mortgage is placed in trust with a 
Trustee for the benefit of all the bond- 
holders, who share alike in the security 
and interest, each in proportion to his 
holdings. 


Origin of Real Estate Bond 


The rapid development of certain cities, 
such as Chicago, called for enormous 
sums of money to erect business and resi- 
dence structures.. The large size of the 
modern office building and apartment 
house made it difficult to find private 
capital or investing institutions that could 
handle mortgages of large enough de- 
nominations to permit the proper im- 
provements. This brought into vogue the 
division of the mortgage into smaller 
pieces. It was merely the application to 
the building business of the well known 
principles that had been applied to rail- 
ways. 

Security Behind Real Estate Bonds 


The physical security behind good real 
estate bonds consists of income-bearing 
buildings on ground that is owned in fee 
simple. Such structures as large office 
buildings that cater to a diversified class 
of tenants are the choicest risks. Such a 
building houses many varied lines of 
business and it is unlikely that all of 
them would be in a depressed condition 
at the same time—thus the income for 
rentals is not likely to suffer much in such 
buildings from heavy vacancies or dif- 
ficult collections. 


Is a Real Estate Bond Better Than a 
Mortgage? 
There is small difference in the nature 
of the security behind a Real Estate Bond 


or Mortgage as both are based on land 
and improvements. The difference being 
that the bond is for even sums of one hun- 
dred, five hundred or one thousand dol- 
lars. The mortgage may be for any 
amount depending on the value of the 
property. For the requirements of some 
people the bond is more convenient than 
the mortgage, but the relative intrinsic 
value of both is the same. 


Why Is the Real Estate Bond Attractive 
to the Small Investor? 


The person with only a hundred dol- 
lars to invest very often must be satisfied 
with the Savings Bank rate of interest or 
risk the dangers that surround securities 
that can be purchased in small amounts. 
The Real Estate Bond is put forth in de- 
nominations of one hundred dollars and 
‘an be purchased to pay a return of as 
as high as six per cent. with perfect 
safety, provided caution is exercised in 
buying, and the investor deals with the 
right banking house. 

The money invested in Real Estate 
Bonds can be considered as fairly availa- 
ble. It is generally possible to get the 
house from which they were purchased to 
take them back at a discount of about one 
per cent., to cover the cost of handling. 
In the city or town in which the property 
is located, the banks will loan about 
eighty per cent. of the face value of 
Real Estate Bonds. 

Many houses promise to take back their 
bonds at any time at one point under the 
selling price. This promise must be ac 
cepted with caution. It is very probable 
that the time when the selling house 
would be called on to make good, would 
be in a time of panie or tight money when 
it would be utterly impossible for it to do 
so should a large proportion of the in- 
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vesting public call for cash. But during 
ordinary times it is fair to assume that 
the house issuing Real Estate Bonds 
would be glad to accommodate its cus- 
tomers and live up to this promise. 


Dangers Surrounding Real Estate Bonds 


Every safe and salable article has called 
a host of imitations into the field and the 
Real Estate Mortgage is no exception. 
[he investor in such paper must be ab- 
solutely sure that his bond is secured by 
a prior lien mortgage and that the titles 
are without cloud. Many bond issues 
are based on property that is owned under 
clouded or disputed titles and these should 
he positively rejécted. The opinion of a 
competent attorney should be seen, 
guaranteeing the titles, and these titles 
should be insured by responsible 
(juarantee Companies. 

Many Real Estate Bonds are issued on 
properties that are held under lease. 
These may be good bonds, but they are 
not a prior lien on the property and they 
are not proper securities to purchase 
when certain safety is demanded. It may 
he easier to default than to pay the prin- 
cipal and the very fact that heavy loans 
are emitted on leaseholds calls for cau- 
tion on the part of the investing public. 
Such loans may be good enough for in- 
stitutions or business men, but they are 
too risky for the savings bank depositor. 

Bonds that are secured by property in 
an outlying district should be avoided as 
should bonds based on cheaply con- 
structed flat and apartment houses. Bonds 
based on small residence buildings such 
as flat buildings or apartment houses 
should not be purchased by the careful 
investor as the danger of reduction from 
vacancies is too great. One vacancy in 
a small building makes a heavy cut in the 
income of the property. Also the small 
building is not apt to have the careful 
service given in a large building and 
when the first leases commence to expire, 
difficulty is experienced in getting tenants. 
Rents must be reduced and thus income 
and security degraded quite rapidly. 

The depreciation on flimsy apartment 
houses is very heavy and the physical 
value under the mortgage reduces very 
rapidly. Many such houses are erected 
by promoters and speculators and bonded 





for their full value. It is imperative to 
guard carefully against this class of over 
loaning and to avoid bond issues secured 
by such property. Real estate speculators 
purchase outlying property and erect 
ginger bread apartments on it; they, then, 
bond this property for as much as they 
can get on it and practically sell the 
property to the bondholder. * To avoid this 
danger the bond buyer should purchase 
securities from the well known banking 
houses that specialize in such issues. 

Special Purpose Buildings such as ho- 
tels, factories, warehouses and the like are 
good security for a mortgage if the people 
operating them are worthy and reliable. 
Such bonds come more under the head of 
industries than they do of real es- 
tate and are largely dependent on the 
prosperity of the company operating them 
for their safety of principal and regular- 
ity of interest. They are worthy securi- 
ties, but should be dealt in by people who 
are in a position to draw a conclusion as 
to the value of the business being oper- 
ated in them. In this connection it is well 
to note the following classes of loans that 
are barred by a very eminent banking 
house dealing in Real Estate Mortgages: 

If the property is vacant land. 

If the improvements are frame build- 
ings. 

If the location is in a remote district. 

If the loan is greater than a safe pro- 
portion of the value of the property. 

If the mortgager is not responsible. 

If title is imperfect. 

If the rental income is insufficient to 
assure the prompt payment of the princi- 
pal and interest. 

If the neighborhood shows a downward 
trend in value. 

If the property is of a speculative value, 
or located in a neighborhood in the de- 
velopment stage. 

If the property is a special utility, such 
as church, a club, a hospital, an expensive 
residence, or a building exclusively for 
theatre purposes. 


Necessary Safeguards 


The investor should insist on a first 
mortgage and prior lien. He should in- 
sist on a large equity and a legitimate 
cash investment in the property by the 
mortgager. He should avoid all proper- 
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ties that have any of the earmarks of a 
promotion or speculation. The titles 
should be perfect. Instances are on rec- 
ord where the transfers have been forged 
with a false seal of the county officials. 
It is necessary that the original records 
should be searched and the comparisons 
made with them. Abstracts should not be 
taken as correct unless insured by re- 
sponsible companies. 

Owing to the depreciation in buildings, 
the Real Estate Bond should be a serial 
and a certain portion of it paid off each 
year. The entire loan should be retired 
in about ten years, unless the building is 
of such a nature and used for such pur- 
poses as would make depreciation of the 
structure and the value of the property 
very slight each year. A straight long 
time bond should not be purchased on a 
building that is used as an office or a 
hotel or such like as improved methods of 


building and laying out is likely to anti 
quate such building very rapidly. 

It is a remarkable thing that in Chi 
cago, where the summers are very hot 
and the winters very cold, the buildings 
are heated in the winter but are not cooled 
in the summer. It is generally considered 
that it is only a short time until buildings 
must be cooled to a point where tenants 
can work efficiently in summer as well as 
heated to a point where they can clo so in 
the winter. 

Many considerations of this kind call 
for caution on the part of the buyer of 
Real Estate Bonds. The best way to act 
in the first few purchases is to deal with 
well known and responsible bankers offer- 
ing such loans and to avoid the real es- 
tate firms that offer them. There are 


spendid opportunities in these bonds, but 
it is necessary to be properly advised at 
the outset. 











What Thinking Men Are Saying 


About Financial, Investment and Business Conditions 





“Not a War Loan,” 
Says Morgan. 


HE successful underwriting of 
the $500,000,000 foreign loan 
has helped business sentiment 

throughout the country and has un- 
doubtedly had its part in maintaining 
the big bull market on the Stock Ex- 
change. The work of distributing the 
bonds to private investors remains to 
be done. In talking to the bond sales- 
men who will do the work, Mr. J. P. 
Morgan said: 

I don’t think of this as a war bond. It is 
simply giving America’s customers an exten- 
sion of time to pay for the merchandise they 
are buying here. They are the best customers 
that America has ever had—the two greatest 
and most resourceful nations the world has 
produced. 

Both these nations have been buying heavily 
and selling less than heretofore. They need 
time. If this country is to be a world power 


we must give our customers time and credit 
= we must learn to do this as a bank would 
‘oO it, 

This is not a pro-Allies or an anti-German 
loan. It is pro-American. 

Now as to the safety of the bonds: An ex- 





ternal loan is always understood as a first 
mortgage on the resources of the creditor 
nations. It is absolutely imperative on these 
nations to meet external obligations if they 
are to escape the worst form of bankruptcy. 
They have got to take care of external debts 
regardless of what arrangements are made to 
care for internal obligations. 
* * 


Depreciated Currency 
and Payment of Debts. 


HE foreign bankers who have repre- 
sented the Allies in negotiating 
the loan hope that the result will be to 
stabilize exchange for about nine 
months. By that time the present 
credit will certainly be exhausted, if 
not much sooner, and it is highly prob- 
able that a second loan may be sought 
here. 

Since the currencies of all the war- 
ring countries are now at a discount as 
compared with gold, the following 
point, brought out by The Nation, is de- 
cidedly pertinent: 


A Government’s inability to redeem its cur- 
rency in gold has nothing whatever to do wit! 
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—Los Angeles Times. 


that Government’s ability or inability to pay 
its debts. 

On that question, a great deal of mental 
confusion seems to exist. An inflated and 
depreciated currency is a grave economic evil; 
but the financial and economic resources of 
the country afflicted with it continue to exist. 
Our own Civil War loans were floated in a 
period when our currency, irredeemable in 
gold, sold at as great a discount in our own 
markets as 60 per cent. Yet even the European 
markets subscribed to the new United States 
war loans. They relied on the wealth and 
economic power of the country. The bonds 
were paid, interest and principal, in gold, and 
the stipulation to that effect will be far more 
binding, in the case of the pending loan, than 


it was in our own war issues. 
* * 


Can Great Britain 

; Stand the Strain? 
ITHOUT doubt, our bankers have 
underwritten the huge loan large- 
ly on the strength of Great Britain’s 
guaranty. Britain is carrying a tre- 


mendous burden in financing not only 
her own needs, but those of her allies. 
Sir George Paish says she can stand 
the strain indefinitely and he presents 
many figures to support his view. He 
summarizes the situation as follows: 
strength of the British 
financial situation is evident. The debt so far 
incurred, including the new loan, is equal to 
less than one year’s income, whereas the debt 
created in 1816 was equal to three years’ in- 
come, and the taxes so far imposed on the 
British people are equal to less than 10 per 
cent. of their great income, whereas in 1816 
the taxes were equal to nearly 25 per cent. of 
the small income they then enjoyed. More- 
over, at present taxation is confined entirely to 
luxuries and comforts, and the whole of the 
supplies of necessary food, clothing and raw 
materials are free of taxation. 

In brief, it is evident that the British people, 
with the seas open to their commerce and with 
their income and their wealth undiminished 
by the war, are able to meet their great war 
expenditures, however long they may last. 

* * * 


Thus the great 


National City Bank 


Foresees Inflation. 


HE fear has frequently been ex- 
pressed that the influence of the 
new Federal Bank system, combined 
with our recent large imports of gold, 
would lead to a general inflation of 
credit. So far, however, no such infla- 
tion is visible—unless in the process 
of the “war stocks.” Is it germinat- 
ing, though not yet visibly growing? 
The National City Bank of New York 
discusses the effect of big gold imports 
as follows: 

Now the whole world is thrown out of 
balance. We are receiving a great influx of 
gold, with more in prospect, but no labor is 
coming with it. The capacity of the country 
for production is not being increased. There 
is already an ample supply of gold and bank 
credit to employ all our industries to their 
capacity. The Comptroller of the Currency 
has stated that the surplus reserves of the 
national banks on June 23, 1915, were sufficient 
to allow of loan expansion to the extent of 
$2,000,000,000, or even $3,000,000,000—that is 
30 to 50 per cent. This is more than an ample 
margin to take up the existing slack, and under 
this condition the new supplies of gold are not 
only not needed, but there is no possible way 
in which they can be forced into use, except 
by diluting the value of the whole stock, so 
that all of it may be employed in doing what 
the old stock was doing before. 

This would mean inflation; that the same 
amount of labor, and the same amount of 
commodities, measured against a much larger 
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amount of gold, must be figured in higher 
terms; in other words, that wages and com- 
modities would rise. “It may took like better 
times, and there might be a slight advantage 
to those who get the rise first, but it would 
be a gamble in which everybody was cheated 
in the end, for when each came to use his 
diluted dollars he would find that they would 
buy no more than before.” 

A period of rising prices is a period of debt- 
making. There is great temptation to use 
credit at such a time, and it recvires unusual 

s-Iution to enable a man io pay his 
opportunities for using money more ad- 
vantageous!y seem to abound. Even now the 
very warnings that are written against inflation 
are being used to encourage people to buy— 
buy—go into things. The average man is more 
interested in the prospect of a rise than in the 
probability of a collapse afterward. 

A period of rapid expansion in credits and 
rising prices, with attendant inflation of in- 
debtedness, is always followed by reaction, for 
such a movement overreaches itself. The nat- 
ural order of growth and development can 
not be disturbed without losing sight of the 
landmarks and guideposts that indicate real 
values and which ordinarily safeguard the 
business community. But where the stimulus 
is plainly due to temporary conditions there is 
especial reason for caution about incurring 
future obligations on the inflated basis. 

This is clearly the situation now. 


* * * 


Bankers Predict 
Better Business. 


vhe: 


ANKS in all sections of the country 

are reporting a decidedly better 

business outlook. A few quotations 
follow: 


American National Bank of San Francisco: 
While the balance of the world has been in a 
state of chaos, this country has steadily im- 
proved its business and financial position. 
There is further gratification to be found in 
the strongly encouraging outlook for the im- 
mediate future. 

National Bank of Republic, New York: 
Evidences of permanent betterment in business 
are multiplying so rapidly that mere hope has 
given way to conviction that the next twelve 
months will witness real prosperity, and one 
which need not be synonymous with inflation. 

People’s National Bank of Pittsburgh: It 
is not improbable, in the event of industrial 
and commercial expectations being realized 
and deposits holding up to their present 
maximum, that banks will be compelled to go 
into the bond market to find employment for 
their funds. 

Franklin National Bank of Philadelphia: 
General domestic business is improving steadily 
and surely, and the improvement is being felt 
pretty well over the country. There are dull 
a. but these spots are growing smaller. 

aking the known unfilled orders in all lines 
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PESSIMIST: 


“AW, THERE AIN’T NO SUCH 
ANIMAL!” 
—St. Joseph News-Press. 


as a basis, it is safe to conclude that business 
will continue its steady improvement through 
the remaining weeks of the year at least. 

* * * 


War Speculators 
Are Scolded. 


HE buyers who are paying such high 
prices for the “war brides” have 
recently come in for a vigorous scold- 
ing from many conservative quarters. 
Since most of said buyers had large 
profits in their holdings, they were able ~ 
to bear up under hard language with 
some degree of equanimity. 


The Chronicle: The speculation on the 
Stock Exchange is passing all bounds and the 
market is assuming a runaway character. To 
say that the mania furnishes occasion for grave 
solicitude is to state what must be perfectly 
obvious to every one not bereft of his senses. 
The truth is, the skyrocket performances now 
being witnessed on the Exchange are of such 
a meretricious nature that it is surely inac- 
curate to use the word “speculative” in con- 
nection with them. They are of a type that is 
best described as “gambling.” These opera- 
tions, too, are being conducted with the frenzy 
characteristic of gambling. Those engaged in 
them are staking their all on the success of 
their moves. Any kind of a story, or rumor, 
or suggestion, is sufficient to set the partici- 
pants tumbling over one another in a wild 
scramble to obtain some of the things that in 
thcir delirium they imagine are going to turn 
out veritable bonanzas. 

Nor is it any longer necessary to make a 
plausible showing of war profits; and the 
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nature of the business in which a concern may 
be engaged does not matter. Pyramiding 
operations are being conducted on a colossal 
scale and the mad crowd simply turns from 
one thing to another.. Be it never so obvious 
that price inflation has already reached 
dangerous limits, confidence in further profits 
continues unimpaired, so dazzling are the 
prospects considered. Whither all this will 
lead no one can tell, but that a day of reckon- 
ing must come is as certain as the rising and 
setting of the sun. 


Journal of Commerce: ‘There ought to be 
some way of curbing the wild speculation on 
the Stock Exchange in what are called the 
war stocks. It is sheer crazy gambling, hav- 
ing no relatioa ‘> real values or actual! pros- 
pects. It is based solely upon fluctuations, 
which are stimulated by the eager buying for 
a rise’and selling to realize. There are tem- 
porary winnings and losings, with some com- 
ing out ahead and some falling in arrears and 
struggling to recoup themselves. It the long 
run the losses are sure to exceed the gains 
except for such profits as may accrue to pro- 
fessionals on the inside, who can do more or 
less manipulating and are ready to clip the 
credulous “lambs.” It is the outside public 
that is in the rush, causing the excitement and 
losing their heads. A few of the cool and 
calculating may come out ahead of the game, 
but a much larger number, who do not know 
when to stop, will “go broke” before they get 
through. If they were the only ones to suffer 
it might not matter, but they are playing mis- 
chief with the whole market and there is 
some danger of working to a crisis and a re- 
action which will breed panic. 

There is something unprecedented in this 
“war stocks” speculation. The nearest 
parallel to it is the gambling in gold in our 
own war time, when an irredeemable paper 
currency made that metal seem to fluctuate in 
value. It was bought and sold for what was 
called money, which was itself the fluctuating 
factor. Whatever force public opinion or 
moral sentiment may have in Broad Street 
should be exerted against the foolish conduct 
on the Exchange and even in the Street. 
Whatever power the directing authorities mav 
have for controlling action and subjecting it 
to the rules of reason and prudence should be 
exercised. Probably the greatest restraint can 
be imposed by the bankers and reputable 
brokers through whom the wild operations on 
the floor of the Exchange are made possible. 


B. C. Forbes, in the American: Over 
$700,000,000 worth of stocks were sold and 
hought on the New York Stock Exchange last 
week. 

This is at the rate of $37,000,000,000 
seven thousand million—a year. 

During every five-hour session last week 
over $100,000,000 par value changed hands. 

Every day was a “million-share day.” 

Price fluctuations were spectacular, sensa 
tional, bewildering. 

Advances of $20 to $30 per share in an hour 


thirty- 


or two and declines of almost as much were 
recorded. 

Seasoned investment stocks are cheap—very 
cheap. 

They may not double in market value over 
night. But they are not likely to meet the 
fate which inevitably is in store for the in- 
flated “war issues.” 

YOU, of course, are to get out in time. 

YOU are ready to take your profits at the 
first sign of the collapse which you suspect 
will come sooner or later. 

YOU are to be smarter and fleeter o’ foot 
than the rest. 

Certainly. 

But EVERY MAN JACK of you has the 
same thought. 

And if you once start to run, what then? 

Consider the ways of a flock of sheep. 


* * * 


Untermyer Again 
on the Warpath. 


S might be anticipated, Samuel 
Untermyer sees many evils in the 
present buying movement, which the 
Stock Exchange ought to remedy. 
Just how the exchange, whether in- 
corporated or not, could prevent the 
public from buying at unreasonable 
prices, or how it is to be decided what 
prices are unreasonable, or why the 
exchange should be blamed for a pub- 
lic speculation which it has done little 
or nothing to stimulate, are points not 





P 
=~ es iy 
VE LY) 
“2 Z 
, | & iy ff 
Sin | FZ 
= y ie 


a t 
> ~ 
x \ 
—\ a Coon As oe 











LOOK OUT! IT’S LOADED! 


—N. Y. Evening Sun, 
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fully clear to us. However, this is 


what he says: 


War stocks are selling at greatly inflated 
prices based on temporary conditions, which 
are exaggerated and accelerated by pool mani- 
pulations and other forms of artificial activ- 
ity. In some of the most prominent in- 
stances present prices reflect, in my judgment, 
besides these conditions, a ‘feverish wave of 
wild and senseless speculation that has seized 
the general public, spreading like wild-fire 
from ocean to ocean, and for which the public 
will, as usual, pay dearly in the end. 

Never in the history of the Stock Exchange 
has the public been threatened by so dangerous 
a pitfall as that which is now open wide for 
its victims. The stocks of a few companies 
with genuine merit that were selling far below 
their actual values led the way and made 
possible this wild orgy of gambling in a market 
that has lost all sense of real values. The 
whole matter would be ludicrous to thinking 
men if it were not so tragic in its consequences. 

This latest experience will not be in vain, 
although the cost will indeed be heavy, if it 
arouses public sentiment to the point of com- 
pelling Government regulation of the Stock 
Exchange that will convert it into the great 
legitimate and responsible security market of 
the country which is its high and honorable 
function. Under Government regulation we 
would have an open market, free from manipu- 
lations of pools and insiders, and the small 
investor would have protection against illegiti- 
mate stimulation of the market in times of 
great excitement. 

We would not stop speculation. No law 
can accomplish that. It is doubtful whether 
that should be attempted by law if it were 
possible. But we would have honest specu- 
lation. 


Bigger Margins 
on War Stocks. 


N view of the high prices at which 
many industrial stocks are now 
selling, the governors of the exchange 
issued a circular to members warning 
them against carrying inadequately 
margined accounts. The result was a 
general overhauling of books and nu- 
merous margin calls, but only a tem- 
porary decline in prices resulted and 
the upward movement was soon re- 
sumed, apparently as merrily as before. 
Almost all the owners of war stocks 
were amply able to protect their ac- 
counts and responses to margin calls 
were prompt. 

The odd lot dealers (to be distin- 
guished from brokers) also adopted a 
rule to charge one-eighth more for 
odd lots on the buying side than here- 
tofore, with the avowed purpose of 
checking odd lot purchases. It is pre- 
sumed that the new rule will be tem- 
porary only. 

The fact is, of course, that this is a 
public speculation, which the Stock 
Exchange has no power to stop with- 
out abrogating its natural economic 
functions. Nevertheless, heavier mar- 
gins might well have been insisted on 
earlier in the bull movement and with 
less injury to traders. 
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BRADLEY, in Chicago Daily News 
WHAT CAN HE DO BUT TAKE IT? 
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Investment Houses 
Bullish, But Cautious. 


L FADING brokerage houses are in- 

clined to warn the public against 
over-inflated issues and to call atten- 
tion to the merits of the more solid 
class of investment stocks: 

Hayden, Stone & Co.: Technically, the 
market may be considered overbought, al- 
though the test it has had this week would 
seem almost to disprove even this theory. 
Even admitting an overbought condition, how- 
ever, aside from this technicality, the funda- 
mental conditions throughout the country are 
exceedingly sound. By years of repression 
and liquidation, the stage had been ideally set 
for this very situation. 

Moreover, it must be remembered that pur- 
chases of many of the war stocks have been 
made by very substantial interests, not merely 
for market speculation, but for the acutal 
profit that the control of those companies is 
expected to bring. Just as long as the demand 
from the rest of the world for American sup- 
plies continues, just so may ey may this era of 
speculation be expected to last 

Thompson, Shonnard & Co.: Many issues 
are selling at a level that is entirely unwar- 
ranted. To put it plainly, many stocks have a 
highly inflated value at the present time. Still 


these stocks are being bid up from day to day. 
It is a very dangerous condition. On the other 


hand, there are many stocks that have had a 
marked advance, but the upward movement in 
these issues is justified. Again, there are cer- 
tain issues which have much intrinsic value 
back of them and which are entitled to sell 
substantially higher. It is certainly a time for 
unusual discrimination. We warn our cus- 
tomers and friends not to make purchases 
haphazardly. To make purchases in a hap- 
hazard manner is becoming the custom of the 
day, but now, as always, it is an extremely 
dangerous practice. 


Renskorf, Lyon & Co.: To many sober- 
minded students of security values the in- 
difference displayed by the public toward the 
railroad shares - been a source of amaze- 
ment and concern. The Aladdin tales of war 
order profits, it is argued, have obliterated all 
sense of proportion. 

In cur complex industrial life the twin ele- 
ments of production and distribution go hand 
in hand. Commerce cannot thrive without pay- 
ing tribute to transportation. The output of 
the steel mills, munition factories and allied 
industries must be hauled to market. The rail- 
roads in most cases must bring them their raw 
material. 

The market position of the railroad stocks 

Brokers hold com- 
parztive oly few of them—thus showing that 
they are not in the hands of speculators. 
Whether their present ownership is represented 
chiefly by banking interests or the calculating 
investor makes little difference from the 


standpoint of safety. In either event they con- 
stitute no menace around the present moderate 
level. 

* * * 


King Corn 
Outdoes Himself. 


Q VER 3,000,000,000 bushels of corn 
and over 1,000,000,000 bushels of 
wheat—which is the outlook according 
to the Government Report—sets a new 
high record for both grains. Oats will 
exceed the best previous crop by more 
than 100,000,000 bushels. Nature has 
indeed been kind to us. 
Government figures for all grain 
crops October 1 are as follows: 
Change from 
October 1. 1914 Final. 
+353,355,000 
+111,012,000 
— 28,124,000 
+-139,136,000 
+-376,418,000 
+ 41,729,000 
1,000,000 


All wheat 

Winter wheat.. 

Spring wheat.. 

Oats BRR IUIEL Tt 1 517 478,000 
236, 


, ’ 


44,000,000 


16,738,000 
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CORN IS COMING STRONG ON THE HOME 
STRETCH, 
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A Type of Security That the Individual Investor Neglects. 





By FREDERICK LOWNHAUPT, Author of “Investment Bonds,” Etc. 





‘PVE individual investor has bonds 
dinned into his ears so much that 
he has come to think of them as 

the representative type of investment. 

He is told to diversify his securities but 

generally as to the character of bonds 

he buys. Even when he is told to mix 

the securities pretty well the advice gen- 

erally omits any mention about one of 
the best securities and one that, for the 
most part, is neglected by the average 
investor—Equipment Securities. 
Equipment securities are not well 
known to the average investor. This is 
due, in large degree, to a peculiar mar- 
ket aspect of this kind of security. Short 


term notes are known and appreciated, 
but even these are not as widely under- 
stood as bonds. 

The private investor needs a lot of 
education in the art of buying a well- 
mixed group of securities as to maturity 
as well as to kind. It is only by including 
short term notes and equipment bonds 
that this can be accomplished. If you 
should buy short term bonds maturing as 
soon as notes or equipments you would 
very likely pay more and get less in the 
way of income than on an equipment 
bond or a short term note of equal stand- 
ing. The real art of investing is to mix 
various kinds of one class such as high- 





GROUP A 
Yield of 4% to 5% 


Atlantic Coast Line 
Baltimore & Ohio 

Boston & Albany 

Buffalo, Rochester & Pittsburgh 
Canadian Pacific 

Central of Georgia 
Chesapeake & Ohio 
Chicago & North Western 
Chicago, St. Louis & No. O 
Delaware & Hudson 

Erie 


Illinois Central 
Kanawha & Michigan 
Louisville & Nashville 


Approx. Yield 
4.48 
4.44 
4.85 


Minneapolis, St. Paul & Sault Ste. Marie 


Mobile & Ohio 


New York Central Lines............ 


Norfolk & Western 


Pennsylvania 
Seaboard Air Line 
Southern Railway 


Southern Pacific ................... 


Virginian Railway 


cnekdsubeUednaltin a 114 





—— 











EQUIPMENT BONDS 


FOR INVESTMENT 21 





grade, semi-investment and speculative 
bonds, sprinkle this with short term 
notes and equipment bonds and then have 
a range of maturities beginning at an 
early date and continuing through a 
series of years. 

Essentially this is working out the idea 
of creating a steady flow of cash. This 
is the institutional method of scientific 
investing. The trust companies and 


banks do not tie up any more than a 
part of their resources in long term 
bonds. They manage their investments 


length of time they have to run is some- 
times used to differentiate them. 

Neglect of equipment issues by the 
average buyer of securities is all the 
more strange for the reason that this 
form of investment is so very safe. The 
bonds or notes, as you wish to call them, 
are generally issued for the purchase of 
certain cars, locomotives and other roll- 
ing stock and are secured by these 
vehicles. There are two ways of han- 
dling the matter. One is to have the 
cars legally owned by a. so-called car 





GROUP B 


Yield of 5% to 6% 


Carolina, Clinchfield & Ohio 
Central Vermont 
Chicago, Indianapolis & Louisville 


Cleveland, Cincinnati, Chicago & St. Louis 


Colorado Southern 
Hudson & Manhattan 
Rutland 

St. Louis, Iron Mountain & Southern 
St. Louis South Western 


Approx. Yield 


5.17 
5.50 
5.00 
5.10 
5.50 
5.50 
5.50 
5.62 
5.75 





so nicely that at the critical times in the 
money market they have coming due a 
roodly amount of short term securities. 
fo this end they fill their boxes with 
short term notes and equipments. 

Equipments may in some measure be 
considered as short term notes, for when 
a series is issued some begin to mature 
almost immediately. The plan is to have 
them all mature within about ten to fifteen 
years. Their security is the general 
credit of the company of course, but back 
of that they have a mortgage on the 
equipment which they purchase. 

It will be seen from this that the se- 
curity back of these bonds constantly de- 
preciates, but in a properly ordered 
equipment issue the paying off process 
comes along so fast that at the end of 
the term when the last series is paid off 
there is still considerable value left in 
the equipment so that the holder of the 
last series has a fair-sized equity. 

These equipment issues are sometimes 
called bonds and sometimes notes. As a 
matter of fact a security maturing ten or 
fifteen years hence could properly be 
called a bond, while one maturing only 
a year hence might rightly be called 
a note. The difference in the 


trust which rents them to the railroad 
company and when the rent is completely 
paid for a number of years the cars be- 
come the property of the railroad. The 
other way is to buy the cars, issue equip- 
ment trust certificates and have the title 
vested in a trustee for the holders of the 
certificates until the last series is paid off. 
This latter is the usual method. 

Experience has shown that this class 
of security is unusually safe. Very few 
defaults have been made in many years. 
In fact when railroads are in the hands 
of the receivers and payment of interest 
on all bonds or nearly all bonds has 
ceased, the payment of interest on equip- 
ment certificates goes on, and when a 
group of them come to maturity they are 
paid off. It has become almost a tradi- 
tion that these bonds never fail the in- 
vestor. Only in one or two isolated in- 
stances has this been broken and in one 
instance they resumed interest payment 
in a short time. 

The average investor does not realize 
how safe they are and does not appreciate 
the handsome income to be had from a 
well selected group. To show what a good 
income may be derived from them, the 
investor has only to consult the follow- 
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TABLE I 


Showing the wide range of income between the price that is bid and that which is asked 


Ann Arbor 

Boston & Albany 

Canadian Northern 

Carolina, Clinchfield & Ohio 
Central Vermont 

Central of Georgia 

Chicago, Indianapolis & Louisville 
Chicago, Rock Island & Pacific 
Grand Trunk 

Hocking Valley 

Hudson & Manhattan 
International & Great Northern 
Minneapolis & St. Louis 
Missouri, Kansas & Texas 
Missouri Pacific 

Rutland 

St. Louis, Iron Mountain & Southern 
St. Louis & San Francisco 


———Price- - 
Bid Asked 
6.50 5.50 
4.95 4.75 
6.75 5.75 
5.25 4.90 
6.00 5.00 
4.80 4.50 
5.20 4.80 
7.50 6.00 
6.50 5.75 
4.90 4.65 
6.00 5.00 
8.00 6.00 
6.50 5.50 
6.50 
8.00 
6.00 
6.25 
7.50 


Rate 





ing tables. In Group A it will be noticed 
the average income is well under 5 per 
cent., in fact about the same as the 
average high-grade bond yields. So that 
from the standpoint of income there is 
little to choose. Possibly a group of 
twenty equipments in this table would 
average slightly higher in income than a 
similar group of high-grade bonds. The 
special point for the investor to note is 
that in a number of cases, like that of 
Erie, ‘you get equipment bonds yielding 
much less than 5 per cent., while the 
mortgage bonds yield more. 

The yields in Group A indicate the 
high degree of safety of such securities. 
The road may be relatively poor and yet 
its equipment obligations may sell on as 
high a plane as those of one of the very 
best properties in the country. It is the 
character of the security which counts. 
Of course, “blood will tell,” and we 


therefore have a small group falling be- 
low the high standard set in Group A. 
In Group B are nine prominent issues 
selling to yield an income on the average 
between 5 per cent. and per cent. 

These are the issues of roads not in 
the most robust financial health, although 
in the case of the C. C. C. & St. L. there 
seems to be no good reason why its equip- 
ments should not sell on a par with Erie, 
and others in the first group. As a mat- 
ter of fact those of the Colorado & 
Southern and St. Louis, Iron Mt. & 
Southern should also rate higher than the 
prices shown in the table. 

The income given is taken as the aver- 
age Letween-the so-cdlled bid and asked 
price. The bid price is the price at which 
purchasers are willing to pay for the 
bonds. The asked price of course ex- 
plains itself. In bond trading the actual 
selling is usually done somewhere be- 





—— - 





GROUP C 


ee 
————————_——— —_ 





Yield of 6% to 7% 


Chicago & East Illinois 
Chicago, Peoria & St. Louis 
Chicago, Rock Island & Pacific 
Grand Trunk 


Minneapolis & St. Louis 
Missouri, Kansas & Texas 
Missouri Pacific 





— 


Approx. Yield 
6.00 
6.25 
6.00 
6.25 
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tween these two extremes. Table I 
shows that there is a great disparity be- 
tween the bid and asked prices in many 
instances.. 

If the investor wishes to get still 
higher income on an investment which 
will rank for safety far above bonds that 
yield the same amount, he will go into 
such equipment issues as named in 
Group C. Here is a fine point about in- 
vesting. If you have any idea of tak- 
ing up the bonds of a road of the char- 
acter of those mentioned in group C it 
would be better to hold their equipment 
issues than their junior bonds yielding 
about the same amount of income. In 
fact this principle might be worked out 
along the line. In each case you get 


more safety than in the corresponding 
bonds and while the income compares 
very closely the weight of investment 
worth is with the equipment issues. 

In working out an investment schedule 
the investor can make up a list some- 
thing like this: High grade bonds, 
medium grade bonds, speculative bonds, 
short term notes of all three classes and 
equipment notes, to correspond on three 
classes. He will then have spread his 
investment over nine distinct grades of 
securities. If then he has taken maturi- 
ties extending over a considerable period 
of time and some comirig due each year 
or six months he will have adapted the 
principle of diversification in its highest 
application. 
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Iron and Steel Bonds 


Securities Based Upon Iron and Steel Properties 





By T. S. MecGRATH, Author of “Industrial Bonds,” Etc. 





S it likely that the iron industry 
will soon be injuriously affected 
by new discoveries? Are iron sub- 

stitutes that will injure the industry a 
possibility? Will the industry con- 
tinue to prosper and expand or will it 
decline? Will the exhaustion of 
sources of ore supply make the metal 
so expensive that it cannot compete 
with other minerals? Is the supply of 
iron being depleted with sufficient ra- 
pidity to cause iron products to become 
too costly for ordinary uses? Are pre- 
sent methods of making iron from ore 
too imperfect to continue? Will 
changes in methods of making the 
metal cause present plants to be dis- 
carded at large loss? 


Present Position 


At present there is no metal or ma- 
terial that can compete with iron in 
one or other of its various forms. It is 
strong and soft, weak and hard, brittle 
and tough, cheap and dear. It can be 
made in such a wide variety of quali- 
ties, shapes and sizes that no other 
known article can fill its place. In its 
crudest form (simple cast iron), it is 
largely used for all kinds of purposes. 
In its highest finished quality of the 
finest kinds of steel it is without any 
possible chance of competition. For 
cutting tools, such as razors, knives 
and other implements, it is difficult to 
see how it can be displaced; for armor 
plate, it would seem that steel alloys 
will hold their place for an indefinite 
time against any possible competition 
from other materials. In the structural 
field the steel building and bridge fill a 
place that was for a very long time 
held by wood and other materials, and 
it fills this place so much better than 
the articles it displaced that there is 
little danger of a reversion to any of 
them. The steel rail is not likely to 
find any trouble from other road mak- 
ing materials and the steel car and lo- 


comotive are apparently permanent. 
Even in regions where wood is very 
plentiful and cheap, steel is rapidly 
creeping in and taking its place. 

It does not seem probable that at 
this day there will be any new discov- 
eries that will replace iron as a base 
material. Chemistry and engineering 
have pretty thoroughly. explored the 
field of physical materials and have 
found no other commodity that could 
seriously threaten the position of iron 
or its derivatives. From this point of 
view, it would naturally follow that 
owners of securities in iron and steel 
industries feel safe and secure, and 
even add to their holdings with confi- 
dence. 


Are Substitutes Possible? 


Cement seems to be the most formi- 
dable contestant of steel in the struc- 
tural field. The cement block cannot 
do the work of the steel beam and, to 
be effective, concrete has to be re- 
enforced. This re-enforcing is done 
with steel and consequently the very 
extension of this competitor extends 
the use of steel. The re-enforced con- 
crete building calls for “forms,” the 
construction of which make it a diffi- 
cult thing to put up buildings and 
keep traffic clear. Concrete buildings 
are much slower to construct, occupy 
more erecting space, are more hazard- 
ous to employees and pedestrians, 
close streets and create more debris 
and disturbance than the steel building. 

The day for substituting wood and 
bricks for steel is gone. The increased 
fire risk of the former and the smaller 
efficiency of the latter eliminate them 
as competitors of steel in all places 
where insurance rates, liability for hu- 
man life and durability of materials are 
considered. There will always be 
places where bricks and marble and 
mortar will be made into buildings and 
monuments for the artistic effect or for 
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other specific reasons. Where price, 
efficiency, permanence, and general re- 
sults are the determining factors, steel 
seems to be in a very free field and in 
no danger of displacement. 


Will the Industry Decline? 

The question as to the life of indus- 
tries based on natural resources is a 
much discussed one. A few years ago 
there was a great outcry about the 
speed with which we were exhausting 
our supplies. It was iterated and re- 
iterated that these natural supplies 
would soon give out, and one eminent 
author of a work on investment bonds 
gives prominence to the statement that 
the timber resources of this country 
would be exhausted in twenty years 
from 1911 or in the year 1931. A sim- 
ilar brand of visionary reasoning and 
pseudo scientific writing has been ap- 
plied to the iron and steel industries. 

The rapid improvements in the 
handling, fabricating and fashioning of 
iron and steel products, the extension 
of their uses for all kinds of purposes 
and the steady reduction in the cost of 
producing the finished forms, are build- 
ing up and broadening the consump- 
tion of these metals. The industry is 
prosperous today, but it is still in its 
infancy and will enlarge, develop and 
thrive as the years go on and the meth- 
ods and manners of making and mar* 
keting the metals are improved as they 
have been continuously during the re- 
cent decades. 

Exhaustion of Ore 

The speed with which iron ore is be- 
ing exhausted is not any greater than 
the relative rapidity with which other 
active ores are being consumed so that 
the comparative position of the active 
metals is being maintained at almost a 
constant level. Even granting that 
iron might advance greatly in price, it 
is difficult to see how its place could 
be filled by any other metal. Steel for 
all kinds of uses is in a field by itself 
and it is merely by a gift of nature 
that it is so cheap. The entire world 
is practically a ball of iron covered 
with a thin layer of other rocks, and 
this supply is not being used fast 


enough to give the premier position to 
any other mineral or material. 

There is nothing, next to food and 
shelter, that is so important. One kind 
of meat may be substituted for an- 
other, or meat for fish, or vegetables 
and bread for both. Cotton and fur 
may take the place of wool for clothing 
purposes. Coal may be replaced by 
wood for fuel, or peat may be substi- 
tuted for either of them. But it would 
be most difficult to fill the place of iron 
and steel in the various and varied 
fields they cover with such high satis- 
faction. For this reason, it is unlikely 
that a time will come when iron and 
steel will not have a ready place in the 
markets of the world, and securities 
based on them be other than excellent 
investments. 


Will Costs Advance? 


The heavy consumption of iron ore 
for making iron and steel is drawing 
steadily on the source of supply and 
often gives rise to the question: Will 


the reduction of the supply make the 
price advance to a point which will for- 
bid the consumption of iron for or- 
dinary uses? The ores now being 
mined and smelted are very rich in 
iron. In the United States, it takes 
about two tons of iron ore to make a 
ton of pig iron; whereas in England it 
takes about three tons of native British 
ore to make a ton of iron. The latter 
proportion also holds good generally 
on the Continent of Europe. 

As the rich ores are worked out, 
poorer and poorer ones will come into 
use. It is likely that eventually, 
when iron ore becomes very low in 
iron contents, it ‘will be concentrated. 
The cost of the ore is a very small part 
of the cost of the finished product, so 
that even when the price advances 
heavily it will not be very much of an 
advance in the completed article, pro- 
vided the price of labor and other need- 
ed parts are not heavily advanced. 

Fuel is being consumed more rapidly 
than ore, so the reduction in the avail- 
able supply of coking coal will be a 
larger factor in the cost of iron and 
steel than any advance that can now be 
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forecast to occur in the cost of the ore. 
It is probable that in the future we will 
again have to revert entirely to char- 
coal for smelting iron unless hydro- 
electricity can do it. 

Should the costs advance to certain 
points and the ore beds become de- 
pleted, it is likely that aluminum would 
largely replace iron for many of its 
common uses. The potential possibil- 
ities of aluminum are very great, but 
the iron industry will not have to 
measure swords with them for a couple 
of centuries. 

From any angle of observation, the 
supply of iron, both visible and invis- 
ible, is very great and the deposits in 
the United States alone would supply 
the world for centuries at the present 
rate of consumption. From the fact 
that the supply is so large, the industry 
is assured a steady and constant 
growth and the bond and stockholder 
of iron and steel corporations, there- 
fore, is certain of regular and continu- 
ing returns in the form of interest and 
dividends on his holdings. 


Are Present Methods Crude? 


The blast furnace method of making 
iron holds its own in face of all im- 
proved methods. It is very likely to 
continue as the main means of iron 
making for a long time. Its economy 
of fuel and labor and the large loads 
that can be charged into the modern 
blast furnace make it the cheapest 
method of manufacturing iron. There 
have been many marked improvements 
in the style and action of furnaces, and 
the future will keep bringing forth 
these improvements, but the main idea 
and the governing principles of the 
blast furnace will remain for a long 
time. 

Because the many new ways for 
making iron have all had some serious 
disadvantage, the blast furnace main- 
tains its supremacy. In addition, the 
steady progress in the modernizing of 
the blast furnace has made it a prac- 
tically original method as compared 
with the old furnaces of years gone 
by. The new methods have not always 
been able to take care of the physical 








end so well as the blast furnace and the 
chemical actions are apparently han- 
dled with greater economy of final 
quality by the blast furnace than. by 
any other method tried up to the 
present. 

It seems safe to say that the present 
methods of iron making are as perfect 
as they can be made by modern skill 
working with the known tools and that 
only new discoveries will make any 
radical change in these methods. The 
bond holder is therefore safe in assum- 
ing that the physical property under 
his mortgage will continue as a good 
asset. 

Even should the method of making 
iron change, it would be gradually, and 
the bond holder would be well secured 
while the change was taking place. 
The present furnaces would not be 
scrapped, but would be worked out, 
and the bonds would be paid off as the 
work continued. 

The stockholder would welcome any 
change that would make for reduction 
in the costs of manufacture or im- 
provement in the quality of the fin- 
ished article, as either, or both, would 
mean greater net profits. The stock- 
holder would naturally welcome any 
improved method that would give the 
property greater earning power, and, 
as earning power is one of the factors 
of safety behind any bond, it is safe to 
say that the bonds secured by iron and 
steel properties would be strengthened 
by improvements in manufacturing 
methods even though these improve- 
ments entailed the gradual elimination 
of the present blast furnaces. 


Selecting Securities 


In picking the securities of iron and 
steel companies it is necessary to exer- 
cise caution in choosing the particular 
company in whose stocks or bonds you 
are going to invest. 

The future must be considered as 
well as the present. The past should 
be investigated that the methods of 
the management and the returns from 
the operations over a period of years 
may be ascertained. Good years should 
not be selected as the ones in which to 
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analyze the business. A number of 
consecutive years should be included 
and the good and the bad considered 
for the average they will give. 

The present, if very dull or very 
prosperous, should not be taken as the 
criterion for your decision. Look into 
the future and the past; weigh all the 
possibilities and make a fair decision. 
Do not be unjust to the prospective 
purchase of securities by judging them 
on the operations of the property in a 
very bad season. Do not be unjust to 
yourself by purchasing the securities 
on the assumption that the property 
will continue to do as well during the 
future as it has done in the exception- 
ally good year you have before you. 

Labor is a large item of the cost of 
iron and steel. it is imperative to se- 
lect the securities of companies that 
are free from serious and frequent la- 
bor troubles. Labor in certain sections 
grows turbulent with prosperity, and 
when the symptoms of such a condi- 
tion are noticed, such a district should 
be avoided until the law of average 
again reduces it to a safe one for cap- 
ital to invest in. 

Fuel supply is very important for 
the modern blast furnace and _ steel 
plant. It is necessary to thoroughly 
investigate the source of such supply 
and to satisfy yourself that the com- 
pany has enough coal or coke available 
to take care of it during the life of your 
bond. Many people wonder why some 
companies cannot sell their securities 
in competition with others or why 
some securities are always low priced. 
If they will fully investigate such 
properties they will find that the 
securities are low in price because 
there are weak points about the plant. 

The source and costs of flux, trans- 
portation and other articles that enter 
into the cost of the finished product 
should be carefully taken into consid- 
eration. The market for the goods 
made by the company calls for close 
scrutiny as it determines very largely 
what the final results shall be. 

_ The management is one of the most 


important features to be analyzed in 
an iron and steel company. One should 
be certain that it is thoroughly com- 
petent and honest. No pains should be 
spared to investigate the ability and 
energy of the men that are at the head 
of the company in which you contem- 
plate buying stock or bonds. 

The finances of the company should 
be in good shape and in the control of 
capable bankers and directors. If a 
company is well financed it is on the 
high road to prosperity, but if it is 
poorly financed, even the most capable 
management will have a hard fight to 
keep it going. The bankers that are 
offering the securities of corporations 
are a fairly good index as to the char- 
acter of the financing. 

Investigating and analyzing securi- 
ties for purchase is a task that the av- 
erage investor or trader does not care 
to undertake. There are many inde- 
pendent analysts who will do the work 
for a fair price and your banker will 
always be glad to help you in this mat- 
ter. The bond houses now maintain 


departments for this very purpose and 
even the bond salesman of today can 
often tell you all about the security he 


is offering. It is only a question of a 
short time until every bond salesman 
must be a professional analyst. 


Oportunities Offered 


It is safe to say that there were 
never offered such opportunities as to- 
day exist in the iron and steel and al- 
lied industries. The country is grow- 
ing very prosperous and we have sev- 
eral years of excellent times before us. 
This means money and profits for the 
steel industries. Any person who has 
money to spend for securities should 
thoroughly analyze this field of oppor- 
tunitiees either in a general way or by 
gathering all the information he wants 
about some particular company. The 
use of steel is extending and, with that 
extension, the chances for the investor 
in securities of iron and steel com- 
panies will extend to reap profits of a 
good size. 
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Buy Municipals 


F. L. S—We regard all of the bonds you 
mention in your list of 23 as high-grade and 
conservative investments. They are the 
kind of securities in which a careful in- 
vestor might have confidence as to their 
ability to meet their interest obligations. 

The only suggestion we make in connec- 
tion with your list, of which 57% are rail- 
road bonds, 30% public utilities and 13% in- 
dustrials, is that a sprinkling of the high 
grade municipals might make a somewhat 
better balanced investment. 


Margins of Safety 


How do the margins of safety of C. G. W. 
Ist 4’s and os and Atchison stock com- 
pare?—W. } 

It is rather difficult to make a comparison 
between the position of stocks and bonds, but 
the margin of safety for dividends in Atchison 
and Pennsylvania and the margin of safety for 
the Chicago Great Western bonds compare 
very favorably. In the 1914 year the Great 
Western had fixed charges of $2,177,000 and 
had $895,000 left over. 

The 1915 year just closed was not quite as 
Atchison last (1915) year earned about 

per cent. on its stock; the stock pays 6 per 
cent. Pennsylvania figures are not yet in. 
Stability of earning power and a great surplus, 
however, are back of Atch. & Penna. stocks, 
which is not the fact with the Great Western. 
We would just about as soon have these two 
stocks as these bonds, in spite of the difference 
in character. 


Speculative Bonds 


S. S., Walsenburg, Colorado—We re- 
gard St. Louis, Iron Mountain & South- 
ern Refunding 4's, St. Louis South- 
western Consolidated 4’s, Des Moines, Ft. 
Dodge 4’s, and Chicago, Terre Haute & 
Southeastern as speculative bonds. They 
are the obligations of railroads of second 
class credit, but if there is a permanent 
change for the better in the railroad situa- 
tion, such securities should doubtless show 
profits and possibly large profits. They are 
not high-class investments. You do not 
state whether you contemplate buying such 
securities for investment or speculation. 
None of these bonds at present are in the 
investment class. 


Wabash-Pittsburg Terminal 


M. M., Easton, Pa.—It is a difficult mat- 
ter to advise you in regard to your Wabash 
& Pittsburg Terminal bonds. We _ under- 
stand that the arrangement that this com- 
peer has made with the Pennsylvania is 
likely to be a satisfactory adjustment and 
one that will prove profitable. For that 
reason if you are in a position to do so, it 


would seem that the best course is to pay 
the assessment on the bond and take your 
chances with the other bondholders. 

We have no report as to what the action 
of the dissenting bondholders is likely to 
be. Charles Fearon is heading the opposi- 
tion committee, and we suggest you get in 
touch with him, clo Gerard Trust Company, 
Philadelphia. He will probably be glad to 
inform you of plans of the opposition com- 
mittee. 


Rock Island Ref. 4’s. 


S. W., Cohoes, N. Y.—Although Rock 
Island is now in receiver’s hands and re- 
ceiver’s certificates are a prior claim to the 
first and refunding 4’s of 1934, these bonds 
are nevertheless in a relatively secured posi- 
tion. Earnings have always shown a good 
margin over interest requirements. Through 
the sale of bonds subsidiary to these 4’s, 
considerable money has been put into the 
property. They may show considerable 
market fluctuation and cannot, of course, be 
classed with the highest grade investments, 
but they are a good speculative bond with 
excellent investment features. 


Which Stocks or Bonds? 


R. A. H., Bridgeton, New Jersey.—Grant- 
ing a continuation of activity on the con- 
structive side of the securities markets 
during the next six months as indicated at 
this writing, we are of the opinion that 
the following list of railroads, industrials 
and bonds will show good appreciations in 
values during that time. We have inten- 
tionally omitted the out-and-out war stocks 
as being too uncertain quantities to hazard 
predictions upon: 


Railroads 


Erie issues. 
Baltimore & Ohio. 
Central. 
St. Paul. 
Atchison 
Industrials. 
Republic Iron & Steel com.and pfd. 
Pittsburg Coal, pfd. 
Tobacco Products, com. 
Utah Copper. 
United States Steel, common. 


Bonds 

Erie Convertible 4’s and B. 

Seaboard Adjustment 5’s. 

Col. & Southern Ist 4’s. 

Iowa Central Ist 5’s. 

Kansas City Southern 5’s. 

In regard to bonds we refer you to our 
Mr. Lownhaupt’s article, “Catching the Up- 
swing in Bonds,” which appeared in ‘our 
last issue. It should contain some sugges- 
tions of interest and value to you. 











PUBLIC UTILITIES DEPT. 








General 


Gas and Electric Company 


A Young Company With Prospects of Growth Offers 
Opportunities of a Speculative Investment Nature. 





By PAUL CLAY 





HE General Gas and Electric Com- 
pany affords the speculator an 
opportunity to start at the 

ground floor. The company is in its 
infancy, and those who interest them- 
selves in its securities now will share 
whatever fortunes its development 
may bring. Its stocks are not yet of 
any general interest, because they are 
not widely distributed, but they can be 
obtained at prices which a few years 
from now, if the company should 
meanwhile meet with success, would 
seem very low. 

In brief, this public utility holding 
company is a prospect; and as is the 
case with all prospects, the investor 
and speculator must be guided more 
by the personnel of the management 
than by the statistics of earnings, as- 
sets and the like. Among corporations, 
as among men, the youths must be 
judged not by the assets they have ac- 
cumulated, but by the character they 
show. It is too early to venture a fore- 
cast of the future of this company, 
because it is just in process of forma- 
tion. It was so recently as the first of 
January this year that it took over the 
public utility properties formerly con- 
trolled by the Atlantic Gas and Elec- 
tric Company. Some of the subsidi- 
aries, too, are very young. The Pitts- 
ford Power Company, for example, was 
incorporated in 1914, and the Inter- 
urban Gas Company in 1913. 

The General Gas and Electric Com- 
pany itself is a Maine corporation or- 
ganized in 1912. It is a pure holding 
company and derives practically all its 
income from dividends and interest 


paid into its treasury by its subsidia- 
ries. Partly because of its youthful- 
ness no detailed balance sheets are yet 
available for either parent or sub- 
sidiaries, and we must therefore get 
along without any such study of cur- 
rent assets, current liabilities, working 
capital, plant values and capital liabili- 
ties as might be made if complete bal- 
ance sheets were available. There are 
balance sheets, but they are so abbre- 
viated, and the items are so consoli- 
dated, that they are of no value to the 
investor. 

The chief subsidiaries are the fol- 
lowing: 

Northwestern Ohio Railway and Power Co. 

Port Clinton Electric Light and Power Co. 

Rutland Railway Light and Power Co. 

Pittsford Power Co. 

Sandusky Gas and Electric Co. 

Western Vermont Power and Light Co. 

Binghamton Light, Heat and Power Co. 

Interurban Gas Co. 

Pennsylvania Utilities Co. 

Sayre Electric Co. 

These names serve to show the general 
situation of the company’s plants. The 
first two mentioned concerns are in 
Ohio, the second two in Vermont, the 
Sandusky concern in Ohio, the Bing- 
hamton company in New York and the 
last three mentioned companies in 
Pennsylvania. Of them all the Bing- 
hamton Light, Heat and Power Co. is 
the only one which shows a long and 
satisfactory record of earnings. It was 
incorporated in 1902, and its record is 
available ever since 1906 and perhaps 
earlier. In 1907 its gross earnings 
were $141,118, net earnings $69,485 and 
surplus for dividends $29,147. In 1914 
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these figures were $254,534, $129,260 
and $76,002 respectively. Thus the 
surplus for dividends increased in 
seven years by 162 per cent. 

Some of the other companies have 
not so enviable a record. The North- 
western Ohio Railway and Power Co., 
which owns a high speed interurban 
railway between Toledo and Sandusky, 
Ohio, and also does a considerable elec- 
tric lighting business, has been having 
hard work to hold its own. Its gross 
earnings declined in both 1913 and 
1914, and its surplus for dividends last 
year was only $6,205 against $40,986 
in 1912 and $18,662 in 1911. The prin- 
cipal difficulty is the rise in operating 
expenses and taxes, and the manage- 
ment has succeeded in reducing inter- 
est charges more than $10,000 below 
what they were three years ago. 

The Rutland Railway Light and 
Power Co. shows a fairly long record 
of earnings, but not a very satisfac- 
tory record. Gross earnings were less 
in 1909 than they were in the fiscal 
year 1908, and net earnings were only 
$128,962 in 1914 as compared with 
$117,966 in 1909. From 1908 to 1911 
gross earnings increased from $254,807 
to $318,665, and in 1913 they made a 
further increase to $356,440. Net earn- 
ings, however, have not done well since 
1911, and were adversely affected dur- 
ing the calendar year 1914 by the uni- 
versal business depression. Surplus 
earnings after charges gradually in- 
creased from $36,570 for the year ended 
June 30, 1909, to $66,054 for the calen- 
dar year 1911, and then fell to $50,531 
for 1913 and $22,353 for 1914. The 
probability is, however, that in normal 
times the company will earn between 
50 and 60 thousand dollars surplus. 

In order to get at the position of the 
securities of the parent concern, the 
General Gas and Electric Co., it is nec- 
essary to consolidate as best we may 
the income accounts of the subsidiaries. 
Some of the figures have to be esti- 
mated, as the latest income account of 
the Pittsford Power Co. covers only six 
months. Furthermore this consolidated 
estimate probably does not do the com- 
pany justice, since it just took over 
the Pennsylvania Utilities Co. the first 


of this year, and has not yet had time 
to show what it can do in the way 
of reducing operating expenses and 
charges, getting new business and in- 
However, the 


creasing net earnings. 
estimate is as follows: 
$2,269,105 
1,441,767 


Gross earnings 
Expenses and taxes 


$827,338 
616,703 


$210,635 


Net income 
Fixed charges 


Surplus earnings 


This estimate of surplus earnings 
exceeds the aggregate actual earnings 
of the above mentioned ten companies 
by a little more than $4,000, and yet it 
fails to account for the full income of 
the parent concern. This for 1914 was- 
$230,304, or more than $20,000 in ex- 
cess of the largest possible amount 
which could apparently have been de- 
rived from the subsidiaries. Where 
and how the parent company obtained 
its entire income for 1914 would be dif- 
ficult to state, unless perhaps a con- 
siderable portion of it represented divi- 
dends paid to it out of the 1913 earnings 
of the subsidiaries. For 1913 the sur- 
plus earnings of the latter totaled 
$230,264, which is almost exactly the 
amount of the parent company income 
for 1914. 

One must constantly remember that 
these 1914 figures, because of the war 
panic, do not do the company justice. 
Probably the real earning power in 
normal times may be placed at about 
$240,000, meaning surplus earnings. 
These figures serve the useful purpose 
of disclosing the position of the parent 
company’s securities. The latter con- 
sist of $1,693,000 convertible 5s due 
1932 out of an authorized issue of 
$20,000,000 ; $650,000 three-year notes ; 
$1,350,000 6 to 7 per cent. cumulative 
preferred stock and $2,600,000 common 
stock. 

Now the values behind the converti- 
ble consist largely, or wholly, of the 
subsidiary stocks which the company 
owns. If these stocks earned a large 
surplus which was not paid into the 
parent treasury, it would mean much 
greater earning power for the con- 
vertible bonds than that shown by the 











ee 


income accounts of the parent com- 
pany. However, the parent concern 
receives all that the subsidiaries earn, 
and this signifies that there are no 
hidden equities behind the convertible 
bonds. The bonds are, in short, purely 
speculative, and were recently quoted 
at 74 to 80, which quotation is in itself 
a confirmation of their speculative 
character. For bonds with a genuine 
public market the bid and asked prices 
are seldom more than a point and a 
half or two points apart. Further- 
more, on this average price of 77, the 
bonds yield 7.40 per cent., which is 
another indication of their speculative 
character. In the present market good 
preferred industrial stocks do not gen- 
erally yield over 7 per cent., nor good 
railroad common stocks over 6 per 
cent. 

The aggregate apparent capitaliza- 
tion of this entire system of companies 
is as follows: 
$14,434,000 

2,050,000 

4,097,356 


Subsidiary bonds 
Subsidiary preferred stocks........ 
Subsidiary common stocks 


Total for subsidiaries $20,581,356 
Parent Co. preferred stock 


Parent Co. common stock 


$24,531,356 


Grand total 


The bonds and notes of the parent 
concern are not included in this grand 
total, because they are here regarded 
as a mere duplicate of the subsidiary 
stocks in its treasury. As to the as- 
sets of the whole system, we have no 
guide except earnings because of the 
absence of detailed balance sheets. 
However, earning power is a very good 
index to real values, because it ulti- 
mately makes assets. If a public util- 
ity concern had fair earning power and 
absolutely no assets, it would only take 
it fifteen or twenty years to develop 
the usual asset values. On the other 
hand, if its assets were larger than 
usual in comparison with earnings, the 
unpaid and unpayable depreciation 
would soon reduce the assets to the 
usual relation to earnings. Hence it 
is significant that using gross, net and 
surplus earnings as a guide, and mul- 
tiplying by the average ratios of each 
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to total assets, it is indicated that this 
total is about $12,950,000. 

However, this estimate is made upon 
the basis of the 1914 figures which were 
below normal. Perhaps it would not be 
too much to assume that total assets 
are by this time 10 per cent. above 
what the 1914 earnings would indicate. 
This would mean that the entire sys- 
tem of properties is now worth about 
$14,245,000. Such an estimate, instead 
of being unsatisfactory, is an indica- 
tion that the company is conservative- 
ly capitalized for a new public utility 
concern. That is to say, many of these 
companies have outstanding subsidiary 
bonds substantially in excess of total 
assets; but the bonds of this system 
at an average price of say about 88 
total only $12,700,000 as compared with 
estimated assets of $14,245,000. 

Of course, the parent company se- 
curities are not supposed to represent 
anything but equities. Its bonds stand 
for the equities contained in the sub- 
sidiary stocks held in its treasury, and 
its notes are founded upon the credit 
of the company. Furthermore, its pre- 
ferred and common stocks represent 
merely the future prospects of the en- 
tire system. If the company succeeds 
it is these stocks which will show the 
greatest profits to speculators, and vice 
versa. 

Some of the subsidiary bonds are in 
a strong position. For illustration, the 
Binghamton Light, Heat and Power 5s 
of 1942 are first class investments sell- 
ing around 94% and yielding only 
about 5.35 per cent. Classifying the 
various bonds roughly according to 
their investment standing, they are as 
follows: 

GOOD INVESTMENTS 
Sandusky Gas and Electric 5s due 1929. 
Binghamton Heat, Light and Power 5s due 1942. 
Easton Gas Ist 5s due 1950. 
Easton Gas and Electric 5s due 1953. 

FAIR INVESTMENTS 
—e Gas and Electric 3-yr 6% notes due 

916. 

Rutland Railway Light and Power 5s due 1946. 
Eastern Pennsylvania Power 5s due 1939. 
Sayre Electric Ist 5s due 1947. 
SPECULATIVE ISSUES 
— Gas and Electric convertible 5s due 
932. 
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ae ome Ohio Railway Light and Power 5s 


due 1932. 
Pittsford Power lst 5s due 1933. 
Western Vermont Power and Light 5s due 1932. 


Pennsylvania Utilities 1st 5s due 1943. 


For those conservatively incline< 
speculating in bonds is not a bad policy. 
It is safer than speculating in stocks, 
and often yields a profit on the prin- 
cipal of 5 to 10 points. These Rutland 
Railway 5s of 1946 now selling around 
88 and yielding 5.80 ought to advance 
several points, provided business and 


earnings return to normal. The East- 
ern Pennsylvania Power 5s of 1939 are 
also selling around 88 and yield about 
5.95; and they too have semi-specula- 
tive possibilities. Among all the in- 
vestments of the system the best 
speculation, if the management suc- 
cessfully meets its financing problems, 
is doubtless to be found in the con- 
vertible 5s of 1932. These are selling 
low enough so that a rise say to a 5% 
per cent. basis would put a big profit 
in the pocket of the present purchaser. 





Notes on | Public Utilities 


hin Gas.—INCREASED quarterly 
dividend 4% of 1%, placing stock on 8% basis 
instead of 7% as heretofore. 


American Light & Traction—DE- 
CLARED regular quarterly dividend of 
2%% in cash and 2%% in stoc kon common 
and 14%4% on preferred. President Lathrop 
reports great increase in business in terri- 
tory served by company. 


American Telephone & Telegraph.—DE- 
VISED method of wireless telephony mak- 
ing it possible to talk from New York to 
California. Company's chief engineer says 
soon will be able to talk with Japan. 


Brook ae Rapid Transit—SOLD RE- 
MAINING $20,000,000 B. R. T. 6-year 5% 
notes to Kuhn, Loeb & Co. and Kidder, 
Peabody & Co. Proceeds to be used in 
constructing and equipment required by 
contract between N. Y. City and N. Y. 
Municipal Railways Corp., subsidiary of 
m mu. a. 

Central Kentucky Natural Gas. 
FORMER officers and directors re- -elected 
at annual meeting. New board declared 
dividend of 11%4%, the first in five years. 


Commonwealth Edison—HAS THREE 
THOUSAND stockholders, 40% of whom 
are women. Nearly one-half company’s 
employees are stockholders. 


Commonwealth Power, Railway & Light. 
—AUGUST GROSS increased 1.34% over 
August, 1914, and net earnings of $597,055 
showed increase of 3.79%. Balance for 12 
mos. after pfd., dividend totaled $1,229,000, 
an increase of 2.66%. 


Detroit-Edison—AUGUST GROSS in- 
creased 19.3% cver August, 1914, and net 
earnings gained 4%. Surplus after all 
charges totaled $71,840, increase of 46.4%. 

roan ot rae & Power.—AUGUST 
gross decreased 5.51% and net 2.70% com- 
pared with August, 1914. Eight months 





gross showed increase of $29,635 and net 
increase $5,988 compared with same period 
a year ago. Decrease in earnings for Au- 
gust due to jitney competition and depressed 
business conditions. 

Kansas City Railway & Light—TIME 
for deposit of stock under reorganization 
plan extended to November 1. More than 
90% of principle issues and about 85% of 
all interest-bearing securities have been de- 
posited. 


Lehigh Valley Transit.—INDUSTRIAL 
activity in Bethlehem district makes com- 
pany’s earnings at highest rate in its history. 
8 mos. ended August showed gain of $91,- 
891 in gross, and surplus of $260,454, an in- 
crease of $53,302, or 38%, over same period 
last year. 


Montana Power—MARKET APPRE- 
CIATION of common stock result of larger 
earnings. Net profits for first 7 months of 
1915 were $945,486, or at rate of better than 
4% on dividend-paying common. 


Massachusetts Electric Co —CONTROL- 
LING interests believe no haste should be 
shown ‘in restoring preferred to dividend 
basis since Co. requires expenditure of sev- 
eral hundreds of thousands of dollars which 
cannot be properly capitalized. Trust 
agreement, under which Co. was created, 
expires in 4 years. Adjustment of accrued 
dividends may wait until that time. 


Massachusetts Lighting Co.—CON- 
TROLLED properties earned net of $427,- 
960 for year ended June 30, compared with 
$416,692 for year previous. 

Nashville Railway & Light—EARNED 
in August gross of $166,467, decrease of 
$14,041 and surplus after charges of $14,791, 
a decrease of $15,890. Twelve mos. after 
preferred dividend showed balance of $247,- 
968, an increase of $4,877. 

New England Telephone—REPORTS to 
Public Service Commission gross for year 
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ended June 30 of $17,973,606 and surplus 
after dividends of $295,678, compared with 
$17,798,327 and $119,437, respectively, for 
1914. 


New York Railway Adjustment 5’s.— 
DECLARATION by arbitrators of $13.70 
semi-annual interest per $1,000 bond com- 
pares with $12.88 declared a year ago, and 
$16.36 the year previous. 


New York Transportation Co—STOCK- 
HOLDERS will be asked to amend charter 
to authorize Co. to manufacture and lease 
motor vehicles, motor parts, garages and 
supply stations, and to open up new routes 
in all sections in the country. 


Pacific Gas & Electric—EIGHT MOS. 
ended with August show increase of gross 
revenue of $1,706,404. Surplus was $2,700,- 
957, an increase of $1,131,066. 


Pacific Telephone & Telegraph.—DE- 
CLARED regular quarterly dividend of 
$1.50 on preferred stock. 


Southern California Edison. — DE- 
CLARED regular quarterly dividend of 
$1.50 per share on preferred. Balance after 
depreciation for 8 mos. ended with August 


totaled $716,800, increase of $100,638 over 
same period last year. 


Toledo Railways & Light—OFFICER 
says electrical demands of Willys-Overland 
Co. are great as those of a city of 250,000 
population. Co. is increasing capacity. 


United Public Service Company.—GROSS 
EARNINGS for year ended March 31 to- 
taled $20,587 and operating expenses $4,423. 
Net earnings totaled $16,164, interest 
charges $2,100 and the balance after interest 
$14,064. 


United Railways Investment—LARGE. 
FOREIGN holdings of common stock have 
been absorbed during recent market ac- 
tivity. Rumor that back dividend on pre- 
ferred, amounting to 41%, may be refunded. 


United Railways & Electric of Baltimore. 
—DECLARED regular quarterly dividend 
of 50c. per share on common. Stock sold 
recently at highest level since reorganization 
in 1910 on statement in annual report that 
dividends may be inaugurated within 12 mos. 


Virginia Railway & Power.—DECLARED 
regular semi-annual dividend of 14% on 
common stock. 
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Chicago Railways Certificates 


A. J.—The Chicago Railways Certificates 
No. 2 do not appear to us to be a particu- 
larly attractive investment. Although they 
are entitled to receive cumulative dividends 
of $8 per annum, they are junior to Series 
No. 1, which, since 1908, have received the 
full $8 only three time. Series No. 2 has 
received only two dividends of $2 each. 

While they may be a good speculation, 
they are likely to show wide fluctuations 
in accordance with earnings. We would 
not advise purchase of this security unless 
you are in a position to keep close watch 
on your investment. 


St. Louis Transit Improvement 5s 


E. M.—The St. Louis Transit Company 
improvement 5’s 1924 are rather a spec- 
ulative than an investment bond, but we do 
not think that you need be alarmed over the 
outlook for this bond. It is very inactive 
and the last sale of which we have record 
took place in March at 59%. Present asked 
price is 60. 

Those who know most about the com- 
pany believe in the future of this bond. 
We are of the opinion that you would do well 
to put it away and hold it until it matures. As 
far as we are able to discover, there is nothing 


to indicate that it cannot continue to pay its 
interest. 


Interborough Collateral Trust 44s 


J. M.—In a good bond market Inter- 
borough-Metropolitan 4% collateral trusts, 
1956, would undoubtedly sell above their 
present price of 74 or 75. Bonds, as you 
probably know, however, are not being 
eagerly bought at this time and that, in con- 
junction with the fact that the margin of 
earnings available for interest on this bond 
during the last four or five years has not 
been sufficient to rank it among the highest 
class of like securities, accounts for the 
present price. 


Hudson & Manhattan 5s 


L. F.—Hudson & Manhattan first 5’s, 1957, 
are a direct lien on the entire property, fol- 
lowing $5,000,000 New York & New Jersey 
first 5’s, and subject to $1,125,000 real estate 
mortgages and to $944,000 old 4%’s still un- 
exchanged. Their security is excellent. For 
the last five years the average income avail- 
able for interest on these bonds and an issue 
of $1,000,000 5 per cent Car Trust 5’s was 
$2,566,000, against required annual intercst 
of approximately $1,888,000. They may be 
ranked as about half-way between sound 
investments and speculation. 
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Pittsburgh Coal 


A Much Rumored Company—Why Preferred Dividends 
Have Accumulated—Present Status and Prospects 





By MALCOLM ARMSTRONG 





I‘ the directors of the Pittsburgh Coal 
Co. should pay off the 42 per cent. 
of accumulated back dividends, a 
certain portion of speculative Wall Street 
would feel distinctly aggrieved. The 
Pittsburgh Coal back-dividend-payment 
rumor is an institution. It belongs in 
the class of Trinity Church, “Jim” the 
doorman at Morgan’s offices, the “extra 
eighth” of odd lot trading and other 
established fixtures of the “Street.” It is 
such a familiar, grizzled, hard-working 
old rumor, always to be depended upon, 
always cheerful and willing to poke up 
its hoary head and help inaugurate a 
bull drive or support a languishing mar- 
ket, that its demise would be greatly re- 
gretted. When not overworked it can be 
depended upon for from two to five 
points on the stock almost any time, but 
in order to produce best results it should 
not be brought out from the closet and 
dusted more than twice a year. It is the 
patriarch of a lively rumor-family which 
has grown up around this company and 
its goodly proportions—let’s see, 42 per 
cent. of $27,071,800 is $11,370,156— 
gives it a respect compelling dignity as 
well as mouth-filling proportions. 

It reaches full vigor in the fall, about 
the time people are taking mothballs out 
of winter clothes and beginning to figure 
on the minimum supply of winter coal 
required. This year it reappeared as 
usual and is doing fine service at the pres- 
ent time. In this connection it is of in- 
terest to turn the pages of record back to 
December, 1912 (the rumor was a little 
late that year), where we read that an 
“interest” in “close touch” with the 
company said: 

“The plan is to pay off the back divi- 
dends, of which there are about 38 per 
cent. accumulated on the $27,071,800 
preferred stock by the issue of 5 per cent. 


debenture bonds. It is unlikely that the 
company will announce this financing be- 
fore the spring of 1913, as the present is 
not felt to be an auspicious time to float 
a bond issue.” 

When the annual report came out the 
following March, however, it stated that 
the balance on the preferred amounted 
to only 7.48 per cent., and that the show- 
ing of the company hardly justified a 
financial readjustment whereby the ac- 
cumulated dividends could be discharged. 
The absurdity of the rumor was shown 
in the fact that it would take $10,000,000 
of bonds to retire the dividends 
and these bonds at 5 per cent. in- 
terest would mean a fixed charge 
of $500,000 per annum. Had the 
company paid its full 7 per cent. on the 
preferred stock and the interest on 
$10,000,000 5 per cent. bonds it would 
have shown a deficit for 1912 of some- 
thing like $300,000. It is evident from 
only a casual study of the company that 
the directors do not purpose to ac- 
cumulate any deficits even though the 
total of back dividends continues to in- 
crease. The issuance of bonds to pay 
dividends is hardly in accordance with 
the best ideas on financial management 
and while the American Can Co. did just 
that thing and to date has been able to 
show sufficient earnings above bond re- 
quirements to escape general criticism, 
such a policy cannot be safely recom- 
mended as a sound principle of finance. 

The next important rumor which came 
out in reference to the back dividends 
was one in October, of 1913, and was to 
the effect that the dividend accumulation 
would be wiped off the company’s books 
by issuance of preferred stock and that 
the stock might be placed on a 6 per cent. 
basis. Early in 1914 it was stated that 
the committee “in charge of the matter” 
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was making “favorable progress,” but the 
annual report for the 1913 year stated 
that the board of directors in “discharg- 
ing debts and building up the physical 
structure of the company had deferred 
any adjustment of.the dividend ar- 
rearage.” So the old standby retired 
once more into temporary oblivion. 


Present Status of Affairs 


The present year saw the oldtimer 
back on the job and more convincing than 
ever before. This time it appeared that 
there was really something tangible in 
the wind. The company sold 11,530 
acres to the Monongahela Consolidated 
Coal Co. for approximately $9,343,000 
and announced that the proceeds were to 
be used to retire the entire outstanding 
$8,000,000 first mortgage 5 per cent. 
bonds, thereby bolstering the income 
account to the extent of $400,000 per an- 
num. At last the moth-eaten rumor was 
able to hold up its head. The action in 
regard to the prior mortgage bonds is 
the key to the situation within the com- 
pany for the last ten years. While the 
outsiders, and perhaps insiders for that 


matter, have been busy fabricating and 
refurbishing rumors, the management 


has been busy sawing wood. A glance 
at the Table published with this article 
substantiates that conclusion. It shows 
that in the last decade nearly $8,- 
000,000 has been set aside for the 
sinking fund and depletion of coal 
reserves, and about $10,000,000, or at an 
average rate of $1,000,000 per annum, 
has been charged out of earnings for de- 
preciation. The effects of the sinking 
fund charges is seen in the steadily de- 
clining annual interest totals. Last year 
fixed charges aggregated $816,000 as 
against $1,207,000 for 1905, a decrease 
of upwards of 32 per cent. From now 
on interest charges should run at the 
rate of about $400,000 per annum. 


A Bit of History 


The Pittsburgh Coal Co. was incor- 
porated in New Jersey August 31, 1899. 
It took over the Pennsylvania Mining 
Co (now the Pittsburgh Coal Co. of Pa.) 
and the mines, plants, etc., of 103 indi- 
viduals, partners and companies doing 
bituminous coal business in Allegheny, 


Washington, Fayette and Westmoreland 
counties, Pa. Since incorporation the 
company has acquired additional mines 
and equipments in the Pittsburgh district 
and the Hocking district of Ohio. Last 
year the company produced approx- 
imately 18,000,000 tons of coal, against 
24,000,000 tons in 1913; 18,363,000 tons 
in 1912, and 16,020,000 tons in 1911. It 
also manufactures some coke. The an- 
nual statement for the year ended De- 
cember 31 last showed the company had 
$32,000,000 common stock outstanding 
and $27,071,800 preferred. Its bonded 
debt totaled $28,423,000, including the 
$8,000,000 first mortgage bonds men- 
tionéd earlier in this article, and the 
liabilities sheet showed in _ addition, 
$400,000 certificates of indebtedness, 
$144,400 mortgages payable and $52,000 
car trust notes. Undivided earnings or 
surplus, totaled $10,543,500 as the result 
of the company’s constructive policy. 

The Table shows that earnings avail- 
able for preferred dividends for the last 
five years have totalled nearly 35 per 
cent. on the outstanding preferred, while 
only 25 per cent. has actually been paid 
out. 
Reasons for Dividend Accumulations 

Earnings available for dividends as 
shown by the Table have totaled 
about $16,500,000 for the last de- 
cade or an average of approximately 6 
per cent. per annum on the preferred 
stock. It appears, then, that had the com- 
pany paid 7 per cent. on the preferred 
during the last ten years it would have 
piled up a very considerable deficit in- 
stead of its present surplus. In other 
words, Pittsburgh Coal has had too 
large a capitalization aud bonded debt 
for its average rate of earnings. The 
upbuilding policy of the management has 
improved this condition tremendously. 
Net earnings for the last five years 
totaled $23,794,000 in round figures 
against $20,757,000 for the previous half 
decade, an average increase of approx- 
imately $600,000 per annum. 

1915 Crop of Rumors 

Meanwhile the rumor factory is more 
than ordinarily busy of late in reference 
to this company. It is reported that 
“strong interests” have obtained the 
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PITTSBURGH COAL 
Condensed income statements for last decade in company’s history—Years ended Dec. 31 


Net Sinking Fd. 

and Deplet. 
$810,000 
1,555,000 
714,000 
696,000 
777,000 
698,000 
564,000 
726,000 
743,000 
593,000 


$4,201,000 


$1,204,000 


Deprecia- 


Bal. for Divs. 
$1,371,000 


tion Bond Chgs. 
1,284,000 

811,000 

868,000 

901,000 

928,000 

952,000 

965,000 
1,194,000 

830,000 








holdings of the Oliver family, the largest 
individual stockholders, and that Pitts- 
burgh Coal is to be included in some new 
merger of steel companiés yet to be an- 
nounced. All of which may or may not 
be true, but in the purchase of this com- 
pany’s securities the investor should fix 
his attention on its past and prospective 
earnings, rather than on what may or 
may not happen in the line of mergers or 
consolidations. 

Also it is wafted about the financial dis- 
trict from what is regarded as usually 
reliable sources of information, that plans 
have been completed to virtually reor- 
ganize the company, and the general de- 
tails are given. The plan provides, it is 
alleged, that the company will remove its 
corporate home from New Jersey to 
Pennsylvania and that its bonded debt is 
to be wiped out by the sale of the Mon- 
tour Railroad which Pittsburgh Coal 
owns, and certain coal lands. After that, 
it is further alleged, the present 
$27,071,800 outstanding preferred stock 
is to be converted into common, so that 
there will be but one class of stock. The 
accumulated dividends are to be provided 
for, “probably through an issuance of 
stock, at least, in part.” The net idea of 
the whole plan seems to be to put the 
company in a position where it can begin 
payments at once on one class of stock. 


Prospects for the Future 


Interesting reading the foregoing and 
well within the realms of likelihood. But 
irrespective of what may or may not be 
done in regard to a recasting of the com- 
pany’s finances, the fact remains, and 
which is most important to the studious 
investor, that Pittsburgh Coal is now in 
a stronger position than at any time in 
the last decade. The decrease in fixed 
charges should mean nearly 1% per cent. 
more per annum available for the pre- 
ferred, which, on the basis of the last 
five years showing by the company should 
enable it to show its full 7 per cent. earned 
with a very substantial balance. The 
shortage of coal abroad, owing to the 
ravages of war, has a very favorable 
bearing on the company’s immediate 
future, as it seems that shipments to the 
other side this year are likely to approach 
record totals if the problem of transpor- 
tation does not prove insuperable. The 
common stock must be regarded as an 
out-and-out speculation for the present. 
The prospects of larger earnings on the 
preferred with the feature of the large 
accumulation of back dividends gives the 
preferred a most attractive speculative 
aspect, in addition to its substantial in- 
vestment features. 


SUGARMAN NAAT NT TN 
[TF the investor can buy sound stocks before a period 
of expanding business activity, he is sure of a profit 


in addition to his dividends. 











Seaboard Air Line vs. Southern 
Railway 


Probable Effects of Re-Financing on Road’s Securities 
—Causes of Its Troubles and Outlook for the Future 





By NORMAN 


MERRIMAN 





HE last year has indeed been a hard 
one for the railway systems of the 
South and the Southwest. Two 

of the strongest roads, the Louisville and 
& Nashville and the Atlantic Coast Line, 
after having maintained a dividend rate 
of 7 per cent. uninterruptedly for some 
years, were obliged to reduce their dis- 
bursements to stockholders to 5 per cent. 
The St. Louis & Iron Mountain System, 
and the Missouri, Kansas & Texas were 
forced into receivers’ hands. The South- 
ern Railway and the Seaboard Air Line 
have both been obliged to pass their divi- 
dends on the preferred stocks. 

The Seaboard Air Line and the South- 
ern Railway are two_of the most impor- 
tant railway systems in the South. The 
main line of the Seaboard runs from 
Washington, D. C., and Norfolk, Va., to 
Tampa, Fla., with important East and 
West branches running from Wilming- 
ton, N. C., to Birmingham, Ala., and 
from Savannah, Ga., to Montgomery, 
Ala. The total system comprises about 
3,000 miles of line. 

The Southern Railway is a much 
larger and more comprehensive system 
which crosses and recrosses the states of 
Georgia, Tennessee, North and South 
Carolina, Virginia, Alabama, Mississippi, 
and Kentucky. It runs as far West as 
St. Louis and as far North as Cincinnati. 
The total mileage of the system amounts 
to more than 7,000 miles. 

The traffic of both railroads is fairly 
well diversified. The Seaboard’s freight 
is about 15 per cent. products of agri- 
culture, 25 per cent. each of products of 
mines and forests, and the balance manu- 
factures and miscellaneous articles. The 
Southern Railway handles a_ larger 
volume of coal and iron ore business, 
about 40 per cent. of its freight being 
products of mines. The road is con- 


sequently more dependent upon the con- 
dition of the coal and iron business of 
the South and the Southwest than is the 
Seaboard. Recent sharp increases in 
gross earnings of the Southern Railway 
indicate to what extent its prosperity is 
dependent upon these two industries. 

The passing of the dividends on both 
Southern Railway preferred and Sea- 
board Air Line preferred has naturally 
affected ‘the stockholders of both rail- 
roads seriously. The holders of Sea- 
board preferred have not been so greatly 
hurt as the holders of Southern pre- 
ferred, as the latter issue has been quite 
largely bought by some of the invest- 
ment public looking for a high income 
yield. Seaboard preferred has always 
been a speculative issue as the stock had 
paid no dividends prior to 1914. 

The stagnation in business in the 
South as a result of the disastrous effect 
of the war on the price of cotton was, of 
course, the cause of the railroads’ troubles 
last year. The gross business, as will be 
noted on the accompanying chart, fell off 
very sharply, the Seaboard’s loss having 
been about 12 per cent., while that of 
the Southern Railway amounted to 
about 18 per cent. As a result of the 
falling off in gross, net income available 
for dividends disappeared in the case of 
the Seaboard and nearly disappeared in 
the case of the Southern. 

On studying the charts of the gross 
and net earnings it is interesting to note 
that the gross earnings per mile of the 
Seaboard were approximately the same 
for the fiscal year ended June 30, 1910, 
as for the fiscal year ended June 30, 1915. 
However, in 1910 the Seaboard reported 
a greater amount available for dividends 
on preferred stock than at any time in 
its history; whereas, in 1915, nothing at 
all was left for dividends on the pre- 
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ferred stock. .To a large extent the same 
situation prevailed in the Southern Rail- 
way, which earned nearly 10 per cent. on 
the preferred stock in 1910, in which 
year gross earnings were approximately 
the same as in 1915. In the latter year, 
however, less than 3 per cent. was earned 
on the preferred stock. 

This situation is by no means confined 
to these two railroads but has been a mat- 
ter for commment in almost every system 
in the United States. Increases in gross 
are not paralleled by equivalent in- 
creases in net, for the reason that the 
cost of conducting transportation has 
shown a steady increase for a number of 
years. In the case of the Seaboard this 
item has risen from 32 per cent. of the 


gross earnings in 1910 to about 36% per 
cent. in 1914. Exact figures for 1915 are 
not yet available, but it is probable that 
they are in the neighborhood of 38 per 
cent. 

It is possible that in the case of the 
Seaboard, as well as in the case of the 
Southern Railway, whose situation is 
parallel, that a part of this increase in 
the cost of conducting transportation is 
due to inadequate maintenance appropria- 
tions for a number of years. The state- 
ment has been made that the Seaboard 
would have been better off not to have 
paid any interest on the adjustment 5 
per cent. bonds for several years after 
the company came out of receiver’s 
hands. That earnings hardly justified 











SEABOARD AIR LINE VS. 


SOUTHERN RAILWAY 39 





- dividends at any time is certainly fairly 
obvious. The maintenance appropria- 
tions of the Southern Railway have also 
been somewhat below the standard re- 
quired for thoroughly efficient operation. 

Part of the troubles of the Southern 
Railway is undoubtedly due to the in- 
crease in capitalization which has taken 
place during the last seven years. The 
total capitalization per mile of the South- 
ern System was $45,000 in 1908 as 
against $67,000 in 1914. No such in- 
crease has taken place in the case of the 
Seaboard, whose capitalization has re- 
mained practically stationery during this 
period. Announcement has just been 
made that a change of the Seaboard’s 
capitalization will shortly be effected. 
Holders of the preferred stock may ex- 
change their stock for one entitled to 5 
per cent. non-cumulative dividends ; or an 
option is given to convert each share now 
held into % of a share of 6 per cent. non- 
cumulative preferred and % of a share 
of common stock. The reason for this 
change is due to the fact that present 
preferred stock is entitled to 4 per cent. 
dividends, and after payment of 4 per 
cent. on the common, it is then entitled 
to receive 2 per cent. additional. 

An incident of interest in the proposed 
change is that the Seaboard Air Line 
Railway Company (the new company) 
will exchange $2,280,000 of the new pre- 
ferred stock for an equal amount of the 
50-year 5 per cent. Refunding Bonds of 
the Carolina, Atlantic & Western Rail- 
way. In this manner a bond now carry- 
ing a fixed charge is converted into pre- 
ferred stock carrying only a contingent 
charge. 

A new blanket mortgage is authorized 
in connection with the formation of the 
new company. The bond issue secured 
by this mortgage will have a total 
authorized issue amounting to $300,000,- 
000, of which $25,000,000 will be put out 
at once. These bonds will bear 6 per 
cent. interest. A part of this amount will 
be held in the treasury, a part will be 
used for exchange of underlying bonds 
of constituent companies, and the balance 
has been sold to a syndicate headed by the 
Guaranty Trust Company and the Na- 
tional City Bank. 

The change in the form of the com- 


pany has been made in order to consoli- 
date the Seaboard Air Line with the 
Carolina, Atlantic & Western Railway. 
As the plan has only been announced for 
a day or two the writer has been unable 
to make a detailed investigation as to the 
effect that the merger will have on the se- 
curities of the Seaboard System. It 
seems fairly obvious, however, from the 
investment standpoint, that it will be to 
the advantage of the holders of the 
present preferred stock to exchange for 
the new 5 per cent. preferred rather than 
for % of a share of 6 per cent. preferred 
and % of a share of common. Seaboard 
common is a long way from receiving 
dividends, whereas after two or three 
years of good business the company may 
be in a position to pay the full amount 
on the preferred stock. 

The most encouraging feature to be 
observed in connection with the records 
of these two companies is the steady in- 
crease in business that is so graphically 
brought out in the accompanying chart. 
In the five years from 1910 to 1914, Sea- 
board’s freight density (the number of 
tons of freight carried one mile per mile 
of road) has increased from about 
408,000 to 510,000. The Southern Rail- 
way’s freight density has increased from 
565,000 to 651,000. The same situation 
prevails as to passenger traffic. Passen- 
ger density on the Seaboard has in- 
creased from 65,000 in 1910 to 80,000 
in 1914, while Southern Railway has in- 
creased, during the same period, from 
95,000 to 126,000. 
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The growth of the freight business 
naturally has had a favorable effect on 
certain operating conditions. The aver- 
age revenue train load of the Southern 
Railway has increased, during the five- 
year period mentioned, from 237 tons to 
275 tons. The Seaboard’s train load has 
increased from 222 tons to 263 tons. At 
the same time the average revenue per 
ton mile has remained practically sta- 
tionary. 

The recent advances in the stocks of 
the southern railway companies in gen- 
eral have been partly due to an awakened 


enthusiasm on the part of the public for 
railroad securities. How far this is 
justifiable time only can demonstrate. 
A disaster to the cotton crop may ulti- 
mately prove a blessing in disguise as 
it may teach the southern farmer to 
diversify his planting, and in this man- 
ner save the South from a repetition of 
the troubles which have so seriously in- 
jured it during the last year. This is a 
bull factor which has not been generally 
recognized, that the South has been, in 
the past, entirely too dependent upon 
cotton as its staple crop. 








Equipment 


Companies 


Coming Into Their Own After Nine Lean Years—Rail- 
roads Practically Driven Into the Market—Prospects 
for Leading Equipment Companies 





By WALTER McNAUGHTON 





HERE are unmistakable signs that 

the equipment companies are 

coming into their own after a 
long period of comparative inactivity. 
That period runs back to 1906. And 
during all the intervening years the 
railroads of the United States may be 
said not to have been “in the market” 
for equipment; for most of their or- 
ders were for replacement account and 
as such naturally limited. Now the 
railroads are coming; in fact, are being 
virtually driven into the equipment 
market. 

Just what this prospective demand 
by the railroads on the country’s steel 
capacity will mean would be hard to 
forecast. Many of the equipment 
vlants are engaged on huge, so-called 
war orders which are beginning to tax 
steel production. In fact, the steel in- 
dustry is already running behind in de- 
liveries, and in some quarters it is in- 
timated pretty broadly that a steel 
famine may be looked for in 1916 as a 
result of the prolongation of the pres- 
ent trend. 


The first signs of returning pros- 
perity to the equipment companies 
through the regular channels of rail- 
road purchase were contained in or- 
ders for rails. Prior to September, 
last, and for several years, rail buying 
was more or less desultory. In Sep- 
tember there came a big jump. Con- 
tracts, including some for foreign ac- 
count, specifying over 425,000 tons, were 
made in that month. During the first 
week in October rail orders totaled to 
over 200,000 tons, and all indications 
are that October orders will exceed 
September’s by probably 250,000 tons. 
The railroads, incidentally, are paying 
heed to the advice to file specifications 
early if they desire deliveries to be 
made during the first half of 1916, for 
a very substantial percentage of the 
industry’s rolling capacity has been 
made over to the turning out of steel 
rounds for shell manufacturers. 

Since September railroads in every 
section of the country have come into 
the rail market with large, definite 
commitments. The individual orders 
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placed range from 8,000 and 9,000 tons 
to 25,000 and 30,000 tons and all are 
for 1916 delivery. Every rail mill in 
the country is sharing in these orders. 
The basic price of rails, of course, re- 
mains unchanged at $28 per ton, Bes- 
semer. There has been no change in 
price for years. The rails selected, 
however, by the railroad companies 
are the open-hearth variety, which is 
quoted at $30 per ton. Most of the 
large railroad systems of the country 
make their own specifications as to the 
composition of the rails ordered to 
meet requirements of their traffic and 
the climatic peculiarities of territory. 
Some of these systems, like the New 
York Central and the Pennsylvania, to 
get the exact composition rail wanted, 


pay from $33 to $35 per ton. 


that the above figure is still a long 
way off from what we can be reason- 
ably expected from the railroads. The 
subjoined tabulation will give an idea 
of the extent of railroad purchase of 
cars during the first nine months of 
the current calendar year as compared 
with the corresponding months of the 
two preceding years: 

These cars, lately ordered, are of 
various specifications, but the large, 
prevailing types are the gondola and 
the steel box-car. In consequence of 
the greatly accelerated demand for 
cars, prices are moving up from the 
low levels of the past few years. Not 
many months ago, what may be de- 
scribed as an average standard car 
could be bought in the market for 
about $750. Some manufacturers 








TABLE No. 1 


Year 
American Car & Foundry Co... 4 


{ 1915 
11914 


{1914 
) 1913 
{1914 
) 1913 


{1914 


Company 


American Locomotive Co 
Baldwin Locomotive Co 
Pressed Steel Car Co 


American Steel Foundries 


t Indicates Deficit. 


Net 

$3,615,054 $2,330,936 $2,100,000 
5,810,889 

1,142,602f 
2,562,251 
981,754 
4,673,639 
892,351 
2,374,816 
724,662 
2,087,166 


Bal. 
for Divs. Pfd. Divs. Com. Divs. 
$600,000 


Surplus 
$80,936t 
1,057,971 
3,241,980t 
326,127 
1,049,770t 
2,271,800 
17,351 
944,816 
575,162t 
689,911 


2,100,000 
1,750,000 
1,750,000 
1,400,000 
1,400,000 

875,000 

875,000 


3,757,971 
1,491,980f 
2,076,127 
350,230 
4,017,800 
892,351 
2,194,816 
231,482t 
1,033,592 


343,680 
343,680 








Next, after rails, in importance 
comes car buying. And car buying is 
creeping stealthily in as a feature of 
the week-to-week equipment market. 
In fact, the demand by railroads for 
cars and related sundries is the most 
gratifying development recorded by 
the steel industry. Such, indeed, is 
the growing volume of car orders that 
it bids fair to divert attention from the 
war contracts. No less than 35,000 
cars figured in the inquiries during 
September and total orders actually 
placed on the books amounted to 4,750 
cars, or 1,750 cars more than were or- 
dered in the preceding month. 

But, encouraging as this may seem, 
it should be remembered that car buy- 
ing by railroads, in normal times, av- 
erages about 25,000 cars per month, so 


stated that a price $50 to $75 better 
than even that could be obtained. At 
the present time the price of this same 
average standard car is close to $1,100, 
and, with demand steadily increasing 
and the ready supply of steel slowing 
up, equipment men state they would 
not be surprised to see the average 
price of a freight car boosted to $1,300. 
Of course, there is no such thing as a 
standard price for cars. Cars, like rails, 
are manufactured according to ever- 
varying specifications, and the car 
units of our representative railroads 
show changed forms and increasing 
weights annually. 

Roughly speaking, there are 2,500,- 
000 freight cars of all classes on the 
lines of the railroads of the country. 
Their average life is fifteen years. Of 
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this vast number it is estimated that 
between 80 per cent and 90 per cent 
are pretty steadily in use and, there- 








CAR ORDERS BY MONTHS 
1915 1914 
16,000 
8,102 
7,717 
10,883 
8,236 
16,602 
8,045 
4,361 
5,620 


1913 
33,864 
26,000 
11,392 
12,700 
11,000 

3,500 

2,860 

9,250 

7,200 


117,766 





85,566 








fore, undergoing the usual wear and 
tear. On this basis annual replace- 
ment requirements would call for 


units. The ability of the railroads to 
continue this policy of hedging under 
the vastly accelerated demand for 
transportation service is believed for 
the time being to have been rendered 
nil. A contributory factor in the situa- 
tion is the possibility of a heavy move- 
ment of general merchandise simul- 
taneously with the hauling of this 
year’s heavy crop. And still another 


‘factor is the increasingly heavy move- 


ment of munitions of war. It has been 
estimated by traffic experts that just 
about the time that the crop movement 
is under full headway the volume of 
war munitions awaiting transport to 
the seaboard cities will measure hun- 
dreds of thousands of tons. 

How big a shortage of cars will con- 





Year 
{1915 
1914 
{1915 
) 1914 
{1914 
1 1913 
41914 
} 1913 
{1914 


Company 
American Car & Foundry 


American Locomotive 
Pressed Steel Car 
Baldwin Locomotive 


American Steel Foundries 


TABLE No. 2 
Bonds 


$1,932,000 
2,255,000 


10,000,000 
10,000,000 
4,819,100 
4,819,100 


Pfd. Stk. 
$30,000,000 
30,000,000 
25,000,000 
25,000,000 
12,500,000 
12,500,000 
20,000,000 
20,000,000 


Com. Stk. 
$30,000,000 
30,000,000 
25,000,000 
25,000,000 
12,500,000 
12,500,000 
20,000,000 
20,000,000 
17,184,000 
17,184,000 


Total Cap'l. 
$60,000,000 
60,000,000 
51,932,000 
52,255,000 
25,000,000 
25,000,000 
50,000,000 
50,000,000 
22,003,100 
22,003,100 





about 165,000 cars. Yet in 1914 only 
104,500 cars were built and added to 
the available service equipment of the 
railroads, while the average for the 
five years from 1909 to 1914 was 143,- 
500. Therefore, some part of the or- 
ders actually placed and in immediate 
prospect are for replacement account, 
but equipment men are disposed to be- 
lieve that this year will witness a larger 
number of cars ofdered for new ac- 
count than were ever before placed in 
one operating year. 

A factor which should not be over- 
looked in any review or appraisement 
of the equipment situation of recent 
years is the surplus of freight cars 
which existed more or less constantly 
and which directly enabled the rail- 
roads to get along without purchasing 
additional equipment, or even keeping 
up with the retirement of worn-out 


front the railroad traffic managers this 
Fall is still a matter of guess work. If 
shippers will not insist that everything 
be moved at once the shortage of cars 
and the accompanying evil of conges- 
tion will be kept down to a minimum. 
During the Fall of 1914 a rather arti- 
ficial shortage of cars came into exist- 
ence in the East, but this was due to 
a shortage of cargo space for grain, 
resulting in congestion of seaboard 
elevators and delay in unloading the 
export grain. The net surplus of idle 
cars on July 1, 1915, was 275,000, a 
figure which compares with 219,500 on 
July of the preceding year. Last year 
the surplus decreased by 88,500 cars 
between July 1 and October 1, but a 
much larger decrease occurred during 
thé same period this year. 

Locomotive buying, like car buying 
has been on a more or less desultory 
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plane for several years. Only recently 
has the movement to buy locomotives 
struck an accelerated pace. Something 
like 70 locomotives went on the books 
of various equipment companies dur- 
ing September, while orders for the 
first week of October encompassed 22 
locomotives. At the present time sys- 
tems like the Illinois Central, Chicago 
& Northwestern, Norfolk & Western 
and the Erie are in the market with in- 
quiries for locomotives, with prospec- 
tive orders of from 30 to 60 for each 
system. The equipment companies 
which are sharing the orders of late 


rapidly unfolding prosperity fostered 
by the war abroad and the rapidly in- 
creasing demand at home by the rail- 
roads seeking to extend their plant 
facilities, all the equipment companies, 
from the small independent concern to 
the large public corporations, are shar- 
ing. An idea of how the principal com- 
panies in the equipment field have 
fared since 1906, when the high-tide of 
prosperity of these companies began 
to run out, may be obtained from 
Table 1, which compares the result of 
operation at intervals in the nine- 
year period taken: 








TABLE No. 3 
—1914— —1913— 
H. » ° L. 


Div. 


High and Low to Oct. 8, 1915 
Company Yield H. L. 


118 
95% (Oct. 2) 


(Aug. 6) 111% (May 2) 
40 (Feb. 20) 
Amer. Loco. 
theses 7.07 
i cman 
Amer. Steel 
Fdry. 
Com..... 3.11 


Baldwin 
Loco. 


(Mar. 6) 
(Mar. 2) 


75 
19 


100% (Sep. 27) 
72% (Sep. 29) 


65 (Oct.1) 24% (Mar.3) 


92 (Mar.5) 


114 (Sep. 29) 
26% (Mar. 3) 


150% (Sep. 28) 


Pressed 
Steel Car 
_ Fee 6.86 102% (Jan. 25) 86 
Com.......... 75% (Sep. 29) 25 


(Mar. 10) 
(Mar. 6) 


—1906— 


—1910— 
H. H. L. 


L. 


124% 107% 105 98% 
76% 39% 47% 32% 


108 
36% 


119 
56% 


118% 112 
53% 42% 


102% 120% 108% 
78% 53% 


115 
62% 29 


106% 94 


27 


103 
37% 


3758 38 4lf 28f 


100% * 
3644 


110 =—101 
52% 38% 


10544 
53% 


87 
33% 


105 
6456 


90 
25 


8814 107% 
18% 51% 


100 
26% 


102 
36 


100 
46 


+ Present Steel Foundries stock created in 1908; quotations as of that year. 


* Company incorporated in 1911. 








are the American Locomotive, the 
Baldwin and the Lima. In addition to 
domestic orders, these three companies 
have accepted orders from abroad and 
have actually on their books locomo- 
tives orders from Spain, France and 
Serbia, aggregating about 45 engines. 

In a sense, the equipment companies 
are ranged with the war stocks; for, 
to an extent, and, in a few cases to a 
very large extent, their business has 
been increased by the war abroad; but, 
with the possible exception of one 
company, the Baldwin Locomotive Co., 
the market has developed none of the 
pyrotechnics with which the war 
stocks have been associated. In the 


The change indicated by the com- 
parison of these years speak more or 
less for themselves, and they perhaps 
reflect as accurately as any figures 
could the equipment situation. During 
most of the time the car companies 
were operating at between 25 per cent 
and 30 per cent of capacity and the 
locomotive end of the industry at 
under 20 per cent. With individual 
companies, manufacturing activities 
slowed down 15 per cent of capacity at 
times in car manufacture and under 
that minimum in locomotive manufac- 
ture. In fact, during the last five years 
locomotive orders have been so light that 
practically every railroad in the coun- 
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try will need new locomotives if the 
present traffic prospects are realized. 

The bond and stock capitalization of the 
five representative equipment com- 
panies of the country for the two 
latest years reported is shown in 
Table 2 

The prices of the securities of equip- 
ment companies all show substantial 
appreciation in market valuation over 
the past few months. The equipment 
companies followed with the other in- 
dustrial companies in the upward trend 
of stock prices, the lead of the motor 
stocks and the other so-called war 
stocks. But, with the possible excep- 
tion of Baldwin Locomotive common, 
which rose rapidly from around 90 to 150 
in the course of a week, only to return 
within a few days to around 110, none 
of the equipment stocks showed the 
sensational gains that the motor and 
other war stocks did. Table 3 shows 
the present prices and dividend yields 
of the five representative equipment 
companies compared with prices for 
1914, 1913, 1910 and 1906. In the case 
of American Steel Foundries the two 
classes of stock prior to 1908, common 


and preferred, were changed in 1908 to 
one class of stock. 

For the next two years, if not in- 
deed longer, the equipment companies 
will constitute as prosperous a group 
of industrials as will probably be 
found anywhere among companies re- 
lated in industry. And, though many 
of them received the impetus from 
war orders, the substantial structure 
of profits they will rear will come from 
the manufacture of their regular lines 
of goods, cars and miscellaneous car 
equipment, locomotives and parts and 
their share of the track bed of the rail- 
road. This prosperity is certain also 
to be reflected in higher levels for the 
prices of equipment securities. For the 
stocks and the comparatively neg- 
ligible amount of bonds of the equip- 
ment companies outstanding have by 
no means reached the heights war- 
ranted by the companies’ productive 
capacities. Present prices reflect 
chiefly the extra earnings from war 
business. Orders for equipment are just 
beginning to come in and the prospec- 
tive volume of such orders has not 
been discounted in present prices. 
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large number of inquiries received from our readers. 
hence stamped and self-addressed envelopes should accompany them. 
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NOTE —Answers as published in this magazine are selected and condensed from the very 


All such letters are answered by mail in 
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McCrory Stores 


E. C.—The McCrory Stores Corporation 
appears to be a well organized and success- 
ful concern. Net earnings for 1911 were 

17,868; for 1912, $319,236; for_1913, $390,- 

50, and for 1914, $304,558. The number of 
stores which the company controls has in- 
creased from 69 to 116. 

We understand that the first quarter of 
this year showed an increase in gross sales 
of about 13 per cent. over the same quarter 


in 1014 The stock is traded in on the New 


York Curb, but is very inactive, so that it 
is better as a long time investment rather 
than a speculation. 


Pittsburgh Coal 


C, D.—The recent market strength in both 
common and preferred stocks of Pittsburgh 


Coal have led to many rumors of important 
developments in connection with the com- 
pany. 

While the common stock may be more at- 
tractive from a speculative standpoint, the 
preferred, with its 43 per cent. accumulated 
back dividends, is a better security from an 
investment standpoint. That the financial 
affairs of the company will be readjusted 
now seems certain, and it has even been 
stated unofficially that a plan for the pay- 


ment of back dividends has been formally 


approved and will be announced in the near 
future, although officers of the company 
state that this is but rumor. 

The company’s earnings are satisfactory 
at the present time, and we believe that the 
prospective payment of the back preferred 
dividends in the near future makes the pre- 
ferred an attractive semi-investment spec- 
ulation. 
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Bargain Indicator 

S. S.—Earnings on par are shown for all 
stocks in the Bargain Indicator and also the 
dividend rate as figured on par value. 

It is impossible to include all stocks in 
the “Bargain Indicator.” We include those 
in which we think there is the greatest gen- 
eral interest and on which price quotations 
are regularly available. 


Low-Priced Stocks 


F. B.—Inasmuch as most of the indus- 
trials have advanced largely, we think that 
the best bargains in low-priced stocks now 
lie among the railroads. In this connection, 
Erie common and first preferred, Seaboard 
Air Line common and preferred, and South- 
ern Railway common and preferred offer 
speculative possibilities. The buyer of rail- 
road stocks, however, should make up his 
mind to bide his time until the railroads 
“come back” again. We-do not think that 
that will be a matter of the very distant 
future. 


Southern Railway 


B. H.—Although Southern Railway earn- 
ings are still off as compared with a year 
ago, the decreases are becoming smaller. 
Loss in gross for August was only a 
little over $376,000, compared with a 
loss of $493,584 in July and $488,840 in 
June. Business in the South is on the high 
road to improvement, and as the road is 
fundamentally sound, we believe the com- 
mon and preferred stocks at present prices 
are attractive. 


Distillers—Virginia-Carolina Chemical 


S. Z—Distillers Securities is profiting 
from the demoralization of similar lines of 
business abroad, and has important new 
contracts under consideration which may 
require enlargement of present capacity or 
acquisition of additional plants. The com- 
pany is, therefore, conserving its cash re- 
sources, but there is a good prospect for 
something in the way of a common dividend 
in the not distant future. 

Virginia-Carolina Chemical’s position is 
improved by the advance in cotton prices, 
and also by the advance in sulphuric acid 
prices. Both these stocks are good spec- 
ulations if bought on a reaction of the 
market. 


Submarine Roat 


W. G—The Submarine Boat Company of 
New York has a capitalization of $4,000,000, 
par $5. This new stock is being exchanged 
for the stock of the old Electric Boat Co. 
on the basis of ten shares of the stock of 
the new company for each share of common 


or preferred of the Electric Boat Co. The 
Submarine Boat Co. is said to have business 


booked sufficient to assure net earnings of 
approximately $19,000,000, equivalent to $25 
per share on outstanding stock. This esti- 
mate does not include income from royalties. 


Three Good Railway Stocks 


C. F.—The three railway stocks you men- 
tion are all excellent securities, and we rank 
them in the following order: 

Union Pacific 
Baltimore & Ohio 
St. Paul 

Baltimore & Ohio’s earnings are improv- 
ng very rapidly, and Union Pacific is doing 
well. 

In view of St. Paul’s last year’s record of 
dividends not fully earned, this stock is in 
a somewhat more speculative class than the 
other two, but good authorities express the 
opinion that St. Paul ought to be earning 
its dividend this year without any trouble. 


Texas Pacific 


P. G.—Texas & Pacific seems to be doing 
fairly well in the way of earnings, although 
the surplus for the year ended June 30 last 
was about $475,000 below 1914. July gross 
earnings were about the same as July, 1914, 
but the net showed $400,000 against $323,000 
for July, 1914. The company has suffered 
from disturbed trade conditions brought 
about by the European war and from the 
troubles in Mexico, from which it gets a 
heavy traffc through the El Paso gateway, in 
normal times. Crop outlook in this terri- 
tory this year promises better earnings, and 
as the Southern railroads are doing better, 
it might be well to hold on to this stock for 
the time being. 

We are of the opinion that the railroads 
have seen about the worst, and are likely to 
show slow but steady improvement from 
now on. We would, therefore, not be in- 
clined to sell any railroad stock of real 
intrinsic value at this time. 


International Agricultural 


J. F—The affairs of the International 
Agricultural Corporation have shown so 
much improvement of late, that there is 
reason to believe that the full measure of 
this improvement has not yet been reflected 
in the prices of the company’s securities. 

The remarkable advance in cotton prices 
means prosperity to the South, and hence 


larger earnings to the International, and the 


war demand for sulphuric acid has changed 
a very burdensome contract which this com- 
pany had with Tennessee Copper, into its 
best asset. 

It does not seem likely that International 
preferred will soon reach its former price of 
97%, but we are of the opinion that you 
would do well to hold on for a while longer 
at least. 











The Canadian War Stocks 


Steel Co. of a ae Car & F wanilh Co. 
—Dominion Steel Corporation—Future 


Prospects of Each 


‘By CHARLES H. PLATT” 


HE Canadian Car & ES Co., 
Ltd., is a corporation formed in 
1909 when the three largest car 
companies and several large steel compa- 
nies in Canada were consolidated. The 
outstanding securities consist of 
$5,817,416 first mortgage 6 per cent 
bonds, $7,000,000 cumulative 7 per cent 
preferred stock and $3,975,000 com- 
mon stock. The company has always 
paid its interest and that on sub- 
sidiaries’ bonds which it guarantees. 
For several years, the full 7 per cent 
dividends were paid on the preferred 
and 4 per cent on the common, with a 
good margin of surplus over. The pre- 
ferred is a participating stock, entitled 
to share with the common, after each 
has received 7 per cent in any year, in 
all further dividends. At the present 
time there are 834 per cent back divi- 
dends due on the preferred. 

The Steel Company of Canada, Ltd., 
incorporated in Canada in 1910, re- 
sulted from the consolidation of five 
or six companies engaged in a general 
steel products business. Outstanding 
securities consist of $8,850,000 first 
mortgage 6 per cent bonds, $1,200,000 
6 per cent notes, $6,493,300 cumulative 
7 per cent preferred stock and 
$11,500,000 common. Regular inter- 
est was paid on the bonds and notes 
and regular dividends on the preferred 
stock from organization to date ex- 
cepting for 7 per cent back dividends 
on the preferred. The earnings in 
several years were large enough to 
have paid 4 per cent or above on the 
common stock, but it has never re- 
ceived a dividend. The preferred 
stock is entitled to share with the 
common in all dividends after each 


has received 7 per cent in any year, 
and also has voting power. 

The Dominion Steel Corporation, 
Ltd., is a holding company for the 
Dominion Iron & Steel Co., Ltd., 
which is engaged in a general steel 
products business, the Dominion Coal 
Company, Ltd., and the Cumberland 
Railway & Coal Co., the latter two 
mining and selling coal and other min- 
erals. The holding company has con- 
solidated earnings and properties of 
the three companies in its income ac- 
count and balance sheet, and it practi- 
cally has made all into one company. 
It owns all of the common stock (ex- 
cepting a trifle of one) of the three 
companies and large amounts of their 
income bonds. 

The outstanding securities of the 
Dominion Steel Corporation and its 
constituent companies are $27,251,509 
in bonds and notes, $7,000,000 cumula- 
tive 6 per cent preferred stock of the 
holding company, $8,000,000 cumula- 
tive 7 per cent preferred stock of the 
constituent companies, and $32,097,700 
common stock of the holding com- 
pany. Regular interest has been paid 
to date on all of the funded debt, reg- 
ular dividends on the holding com- 
panies’ preferred and on the Dominion 
Coal Company, preferred, but there is 
about $500,000 in back dividends due 
on the preferred of the Dominion Iron 
& Steel Co. 

The Dominion Steel Corporation 
paid 4 per cent dividends on its com- 
mon stock for several years until a 
little over a year ago, and earned a 
good margin above all of its payments 
each year until the depression of 1913- 
14 started. Unlike the preferred 
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stocks of the companies above, none 
of the preferred stocks of the 
Dominion Steel Corporation or its 
constituent companies are participat- 
ing issues. 

Canadian Car & Foundry’s War Orders 


The war orders of the Canadian Car 
& Foundry Co. are estimated as high 
as $265,000,000, but the only official 
information about them indicates that 
they total about $140,000,000. Early 
in 1915, it was announced that an 
order had been booked by the com- 
pany for 5,000,000 shrapnel for Rus- 
sia, to cost $83,000,000. It later devel- 


oped that this order was for 2,500,000 
shrapnel and an equal number of high 


and so leave all profits from war busi- 
ness available for the stock. In its 
poorest year, the company earned its 
bond interest. In its best year, it 
earnec enough to have paid 13 per cent 
on both common and preferred stock. 


The Car Co.’s Probable Profits 


The war orders which have been 
received by the Canadian Car & 
Foundry Co. have been distributed 
among a large number of manufac- 
turers. Officials of the company have 
been quoted to the effect that a profit 
of at least $2 per shell is expected, 
which would make $10,000,000 or 
above on the first order and about 
$7,000,000 on the other war business. 





MARKET RANGE 


FOR THE STOCKS 





CANADIAN CAR AND FOUNDRY CO., LTD. 


——1912—— 

High Low 

116% 102 
61 


Preferred 


STEEL CO. OF ,CANADA, LTD. 


——1912-—— 
High Low 
87 
27 


Preferred 


High 
118 


——1913-—— 
High 


—1915—— 
(to Oct. 6) 
High Low 
130 85 
119 50 


——-1914_ 
High Low 

109%4 98 
70 48 


1913——— 
Low 
104% 


8344 56 


—1915— 
(to Oct. 6) 
High Low 


86 65 
39 9 


——19]4—_ 
High Low 
87% 69 

20 ll 


Low 
79% 
15% 


91% 
28 


1915 
(to Oct. 6) 
491% 

20 


1913 1914 
59 41% 
37% 19% 





explosive shells. Another order for 
$52,000,000 for 3,000,000 shells or 
shrapnel was booked early in Septem- 
ber of this year for Russia, while 
about $6,000,000 in miscellaneous busi- 
ness in munitions has been booked 
for Great Britain. Reports of a 
$100,000,000 order booked for Russia 
in addition to the above have never 
been confirmed. Besides this business 
the company has received several 
large orders for cars for export to 
Europe and a fair amount of car busi- 
ness for Canadian railroads. It is 
probable that its car business will pro- 
vide sufficient net earnings to pay the 
fixed charges during the present fiscal 
year (which started October 1, 1915), 


Such a basis is regarded as low, but 
even if $17,000,000 is the minimum 
profit from war business for the com- 
pany, it would provide dividends of 
over 100 per cent for both the common 
and the preferred stocks and leave a 
good margin over for dépreciation. 
The company is receiving cash for its 
munitions before they leave this side 
of the Atlantic, while all of its present 
shell contracts will be completed in 
full during the current fiscal year. If 
the war lasts, further business in 
munitions is to be expected. 

The company does not act as agent 
in distributing its war orders, but 
makes a contract with other com- 
panies for various parts at prices 
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which leave the Canadian Car & 
Foundry Co. a good profit. In another 
place, a table of what this company’s 
probable profits will provide is set 
forth. As for business after the war, 
it is considered probable that car buy- 
ing for Europe will continue for years 
owing to the probable inability of 
equipment companies abroad to take 
care of demand there, while the out- 
look for large buying by Canadian 
railroads is good owing to their small 
demand during the last few years for 
cars, which has resulted in a big accu- 
mulation of needs for them. 


Steel Co. of Canada’s Orders 


The Steel Company of Canada, Ltd., 
has been manufacturing shrapnel, 


until three months after :peace has 
been signed. 

From interests said to be close to 
the company, an estimate of the com- 
pany’s earnings has been made at 
about $350,000 net in June, above 
$400,000 in July, about $450,000 in 
August and at a rate around $500,000 
a month net since. As there have been 
large orders for other steel products 
for export and for Canadian consump- 
tion, and as the output of the company 
is steadily increasing, it is probable 
that at least $6,000,000 a year net will 
be shown in 1916 if conditions remain 
as they are now. As for the future, 
the entire steel industry of North 
America is expected to have years of 
activity after the war. Europe will 





ee — 


ESTIMATED PROFITS FOR A YEAR 





CANADIAN CAR AND FOUNDRY CO., LTD. 


Net from Operations 
Fixed Charges and Back Dividends 
Balance available for Distribution 


$17,000,000 (a) 
1,000,000 (approximate) 
16,000,000 (b) 


(a) Smallest basis of net used in computing profits from war business alone. 
(b) Equal to about 146% on both the common and preferred stocks. 


STEEL CO. OF CANADA, LTD. 
Net from Operations 


Interest and Depreciation and Back Dividends 


Balance available for Distribution 


1,400,000 (approximate ) 
4,600,000 (b) 


(a) Based on current net of about $500,000 a month. 
(b) Equal to about 15%2% on both the common and preferred stocks. 


DOMINION STEEL CORPORATION, LTD. 


Net from Operations 


Fixed Charges, Depreciation and Back Dividends 
Preferred Dividends, Own and Constituent Co.’s for Year 


Balance for Common 


$8,500,000 (a) 
3,500,000 (approximate ) 
980,000 


4,020,000 (b) 


(a) Based on current net of about $700,000 a month. 


(b) Equal to about 12%4% on common stock. 





shell and other munitions parts. It 
has turned out above 10,000 shells a 
day average in the last few months, 
making them solely for the British 
Government. The company has been 
highly successful in this business and 
has had practically no loss from rejec- 
tions. The exact size of its war orders 
have not been made public, but it has 
been stated that the company has been 
engaged by the British Shell Commit- 
tee in Canada, to turn out as many 
shells as possible and to continue this 


be unable to replace the steel wasted 


in war without outside help, and 
Canadian companies will certainly be 
called upon for steel if orders for it 
are placed in bulk on this side of the 
Atlantic. 

The directors of the company re- 
cently resumed dividends on the pre- 
ferred stock and declared their inten- 
tion of paying off the back dividends 
on it before long. As earnings are 
believed sufficient to pay at least 10 
per cent on both the common and pre- 











ferred stocks at the present time, an 
initial dividend on the common stock 
is expected before the middle of 1916. 


Dominion Steel’s Orders and Outlook 


The Dominion Steel Corporation, 
Ltd., through its holdings, is the most 
important steel and coal producer in 
Canada, and so the bright future out- 
look for both trades makes its posi- 
tion very strong. No information of 
a definite nature has been published 
as to the size and kind of its war 
orders, but it is known that the steel 
plants are working to capacity on 
products to be used in war munitions 
as well as on rails for export and home 
use and other export and domestic 
business in general steel products. 

The company is the first in Canada 
and one of the first on this Continent 
to enter the field of manufacturing 
tuluol, benzol and other hydro-car- 
bons for use in high-explosive com- 
pounds. This plant started work in 
the first quarter of 1915, and in less 
than six months earned over $1,000,000 


net, while about $5,000,000 a year net 
is expected from this while the war 


lasts. After the war, a large demand 
for the products for use in dye 
materials is looked for. The com- 
pany’s coal business was fair even dur- 
ing the worst period of depression, 
and regular dividends on the pre- 
ferred of the coal subsidiary were 
earned and paid, while it has shown 
great expansion in sales in recent 
months both for home use and for 
export. 


Its Present. Profits 


On November 1, the company will 
retire $1,500,000 notes which mature 
and will pay them out of current earn- 
ings. In addition, the company has 
been liquidating various bank debts 
from earnings in recent months at a 
rate of about $4,000,000 a year. As 
the bank debt will probably soon be 
extinguished, this will mean that about 
$5,500,000 deducted or to be deducted 
from earnings in 1915 will be available 
for dividends in 1916 in addition to 
other earnings. The current earnings 
of the company are reported by people 
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close to the officials as at a rate of about 
$8,500,000 a year net, while an increase 
in income is expected in 1916 owing 
to the higher prices prevailing for 
steel products and for coal now than 
were quoted when business now being 
filled was booked. On its present 
earnings, making all allowances for 
interest, depreciation, back and cur- 
rent dividends on all of the preferred 
issues, etc., the company could pay 
above 12 per cent on the common 
stock, which does not have to share 
with any preferred stock after the 
latter have received their regular pay- 
ments. 


These Stocks Seem Cheap 


Each of the three companies has 
present large war orders to tide it over 
present small buying by its regular 
customers and to provide a large 
amount of profits. In a general way, 
it is conceded that the steel and equip- 
ment companies in all of the United 
States and Canada have a brilliant 
future to look forward to, as the steel 
business shows promise of strength, 
both here and in the Dominion, for a 
long time to come, and large railroad 
buying of cars in both countries is 
looked for before long. Stocks of 
many similar companies in this coun- 
try have advanced to much higher 
prices comparatively, than these Cana- 
dian issues are selling for, just because 
of the future outlook for business, 
while the Canadian issues mentioned 
in this article have in addition special 
reason for advance in their large 
profits from war business. All of 
them are traded in on Canadian stock 
exchanges, however, in addition to 
their market here. 

Lack of funds, lack of confidence, 
and need of money for other purposes 
have been some of the causes why 
Canadians have not supported these 
issues. Practically all of the advance 
which has been seen in them has been 
due to large buying by people in the 
United States, but they are still con- 
sidered by those who have investi- 
gated them as among the cheapest 
steel or equipment stocks (all factors 
considered) in North America. 
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INDUSTRIALS 


Aetna Explosives—SYNDICATE OF 
bankers which took $1,000,000 common stock 
has been closed and stock sold to investors. 
Company has $30,000,000 in orders on books, 
and when new plants are operating at capac- 
ity, gross earnings will total $3,000,000 a 
month. 

Allis-Chalmers. — DOMESTIC BUSI- 
NESS has increased substantially and earn- 
ings are sufficient for preferred dividends. 
Said to be negotiating with banking inter- 
ests handling war orders, for new war 
business. 

American Agricultural Chemical.—IS 
SELLING sulphuric acid not required for 
its own purposes at profit of $10 to $20 a 
ton. Earning at rate of better than 11% 
on common, but present dividend rate not 
likely to be changed. 

American Can.—READY to begin filling 
its war order for shells on which profits of 
$9,000,000 are estimated. Regular can busi- 
ness will take care of preferred dividends, 
bond interest and other charges. 

American Car & Foundry.—PRESIDENT 
Eaton stated company has only $7,361,000 
of war business. Expected, however, that 
it will participate substantially in Canadian 
Car & Foundry’s $250,000,000 of war busi- 
ness. 

American Coal Products—DECLARED 
5% common stock dividend and regular 
134% on common, together with regular 
144% preferred dividend. Common and pre- 
ferred stockholders are offered right to sub- 
scribe to new preferred stock to extent of 
15% of their present holdings. 

American Cotton Oil—YEAR ended Au- 
gust 31 expected to show at least 7% on 
common. Some directors favor common 
dividends this year. 

American Hide & Leather—TALK OF 
concerted demand for dividends by preferred 
stockholders. Directors favor elimination 
of bonded debt for dividends. Company 
estimated to be earning from 14 to 18% on 
preferred this year. 

American Locomotive—BY END of year 
will be making approximately 9,000 shells a 
day. Profits on present shell order esti- 
mated at $8,000,000, or $25 per share on 
common. Preferred requirements and in- 
terest will be earned this year by regular 
lines of business. 

American Malt Corporation —STOCK- 
HOLDERS elected a new board of direct- 
ors. Company declared quarterly dividends 
of 50c. a share on preferred, and American 
Malting has declared a semi-annual dividend 
of 70c. a share on preferred stock. 

American Smelters Securities —TOTAL 
INCOME, as reported to Stock Exchange 
for seven months ended July 31, was 
Sy toe and surplus after dividends 


. 


American Woolen—REGULAR DIVI- 
DENDS on common expected within a year. 
War orders now approximately $20,000,000. 


Baldwin Locomotive—C. M. SCHWAB 
not associated with DuPonts in purchase of 
control of Baldwin. War munition con- 
tracts valued at $140,000,000, and locomotive 
orders from France and Russia $20,000,000. 
Profits expected to reach 100% or better. 


Bethlehem Steel—WILL TAKE over 
Pennsylvania Steel Company, according to 
report. Officially stated Bethlehem not in- 
terested in purchase of Cambria Steel 
Company. 

Cambria Steel—DONNER option on 
Pennsylvania Company’s holdings of Cam- 
bria shares has been exercised. Expected 
company will be able to increase dividend 
at early date. 

Canadian Car & Foundry—WAR OR- 
DERS total $250,000,000, a greater part of 
which has been sublet. 

Canadian Locomotive—GROSS for year 
ended June 30 totals $134,600, against $342,- 
000 last year, and company showed deficit 
I mates against surplus of $92,800 for 
1914. 

Car Lighting & Power—FULL PAID 
certificates now ready for delivery. 

Carbon Steel—HAS ALREADY (filled 
$20,000,000 war orders. It was said profit 
on these contracts represents net earnings 
of about 200% on common stock. 

Central Foundry—MAKING MONEY 
from sale of benzol, tuluel, coal tar and 
ammonia. Has received no war orders yet. 

Central Leather—EXPECTED to be 
placed on $4 dividend basis in near future. 
Current year should show over 6% on com- 
mon. Common sold at 5334, highest price 
in its history. 

Chevrolet Motor—SUBSCRIPTIONS to 
stock greatly over-subscribed. Planned to 
list shares on New York Stock Exchange. 

Colorado Fuel & Iron—HAS ADDED 
250 men to forces at Pueblo plant. Pres. 
Welborn says war is not responsible for 
increase in production. 

Continental Can—PROFITS equal to 
14% on common for 1915 practically assured. 
Negotiating for $20,000,000 war order, and 
estimates of probable profits from war or- 
ders run as high as 50 

Cramp Shipbuilding—HAS CLOSED or- 
der from Atlantic, Gulf & West Indies S. S. 
Co. for two steamers at price of $3,000,000. 
Expects to receive $2,500,000 torpedo boat 
order from U. S. Government. 

Crucible Steel EARNINGS estimated to 
be at a rate equal to 100% on common. 
Earnings for eleven months ended July, 
1915, as reported to New York Stock Ex- 
change, show net of $1,968,600 after all 
charges, depreciation and repairs. Balance 
equal to less than 1% on $25,000,000 com- 
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mon. War business on company’s books 
estimated at $125,000,000. 


Cuban-American Sugar—DIVIDEND at 
rate of $10 probable in near future. Decline 
in raw sugar prices has dimmed the 1916 
outlook. 


Diamond Match—DECLARED regular 
quarterly dividend of 1%4%. E. R. Stettin- 
hus has resigned as president, and Vice- 
 / aceamae W. A. Fairburn has succeeded 
him. 


Distillers Securities—NEW Baltimore 
plant, costing $1,000,000, will be ready in a 
few months and will be largest distillery in 
the world. French Government is seeking 
large quantities of alcohol. Indications are 
that current fiscal year will be greatest in 
history of alcohol manufacturing companies. 


Dominion Steel—DOMINION Iron & 
Steel Company, the steel making sub- 
sidiary of Dominion Steel Corp., Ltd., is 
running at capacity. Earnings said to be 
at rate of more than $8,000,000 per annum 
and enough to pay off dividend accumula- 
tions on stock of subsidiaries, and leave 
13% on corporation’s common stock. 


Driggs-Seabury.—SAID to have obtained 
$8,000,000 war order requiring 30,000 tons of 
shrapnel steel. 


DuPont Powder.— DUPONT interests 
have purchased large blocks of Baldwin 
Locomotive common, and there is a per- 
sistent rumor that they are buyers of In- 
dustrial Alcohol stock. 

Emerson Phonograph—FIRST DE- 
LIVERIES of company’s machines ex- 
pected to commence in about a week. Com- 
pany’s Sales Corporation has already taken 
orders for about half a million records, 
which, together with orders on books, in- 
dicate a profit of about 74% net on the 
capital stock. Management states company 
is on the eve of important developments. 

General Electric—STRIKE OF 1,600 ma- 
chinists at Schenectady plant. Rest of 14,- 
000 employees have accepted company’s 
offer of a 914-hour day and increase in pay 
of 5%. Company’s orders running at rate 
of $88,000,000 per annum. 

General Motors—CURRENT EARN- 
INGS are breaking all records. August and 
September expected to show profits better 
than 15% on common, or at rate of over 
90% per annum. Company is negotiating 
for purchase of Peerless Motor Car Com- 
pany. 

Great Northern Ore.—OFFICIALLY de- 
nied that this concern is to consolidate with 
Colorado Fuel & Iron. 

Hall-Switch & Signal—WAR ORDERS 
believed to total about $4,800,000, of which 
$4,000,000 is for shrapnel, and the rest for 


primers and fusers. 
Hendee Manufacturing—YEAR ended 


August 31 expected to show about 44% on 


common. Motorcycle output was 90% to 
95% of that of previous year. 


International Agricultural—HAS AR- 
RANGED with Tennessee Copper to share 
on profits from sulphuric acid which the- 
latter produces, and is under contract to 
supply to International up to 225,000 tons 
a year. Company expects to earn charges 
and balance for preferred this year. 


International Mercantile Marine. — BE- 
LIEF that Wallace committee will compel 
radical change in reorganization plan. 
Present plan in respect to its affect on pre- 
ferred stockholders is characterized as “the 
champion freeze-out of the generation.” 


International Motor—WILL SHOW net 
of $1,000,000 for this year, equal to 28% on 
outstanding preferred. 


International Nickel—DECLARED com- 
mon stock dividend of 10% and regular 
quarterly 1%% on preferred. Common 
dividend expected to be increased to rate 
of $6 a share in November. Earnings fig- 
ured at rate of 32% on the stock. 


Kelly-Springfield Tire. — DECLARED 
quarterly dividend of 3% on common stock, 
or twice the former quarterly rate. 


Lackawanna Steel—CURRENT QUAR- 
TER expected to show a balance for divi- 
dends of $1,250,000, which would wipe out 
deficit reported for first half of the year, 
and leave balance of nearly $1,000,000, or 
almost 3% on stock. Company’s steel out- 
put sold up to end of the year. 


Lehigh Valley Coal Sales —-DECLARED 
regular quarterly dividend of 2%4%. 


Maxwell Motor—YEAR ENDED July 
31 last shows net of $2,337,950, an increase 
of $907,505 over last year, and surplus of 
$2,303,314—an increase of $797,847 over 
1914. Surplus is equivalent to 18.75% on 
outstanding first preferred stock. 


Midvale-Steel Merger—NEW STEEL 
company formed known as Midvale Steel 
& Ordnance Company. Is capitalized at 
$100,000,000 and is to take in the old Mid- 
vale Steel Company, Worth Brothers Com- 
pany and the Remington Arms Company. 
William E. Corey heads the new concern. 


New York Air Brake—WAR BUSINESS 
totals $20,242,000, and company is steadily 
adding to total of war orders. Should be 
able to show net profits of from 12% to 15% 
on its stock for next year or two. 


Packard Motor.—GROSS RECEIPTS for 
fiscal year ended August 31, totaled $16,000,- 
000, a gain of $3,000,000 over previous year. 
aoa of cars fell off 30% but gross increased 

0. 


Pennsylvania Stee_—SCHWAB NEGO- 
TIATIONS for Pa. railroad holdings of Pa. 
Steel are still on. Railroad holds stock con- 
trol of Steel Company. 
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Pittsburgh Steel—REPORT ffor year 
ended June 30 showed surplus of $858,000, 
against $416,500 of previous year. 


Pressed Steel Car—NEW YORK BANK- 
ER, in close touch with Pressed Steel Car. 
says probabilities are strong that before end 
of war company will have earned between 
$90 and $100 per share on its common. Book 
_— should reach not less than $165 a 
share. 


Riker-Hegeman—GEORGE J. WHEL- 
AN says, “I am not preparing to retire 
from the Riker-Hegeman Drug Company.” 
United Drug and Riker-Hegeman interests 
have not been able to fix price for sale of 
latter to former company. Original proposi- 
tion was on basis of $125 of United Stock 
for each $100 of Riker stock and $187 for 
each share of Liggett stock. 


Rumley.—TIME FOR DEPOSIT of notes 
and stocks with joint reorganization com- 
mittee expired September 30. Proposed as- 
sessment of $9 on common and $17 on 
preferred may be called twenty days after 
notice has been given to shareholders by 
committee. 


Savage Arms. — GILBERT - ELLIOTT 
state there has been no purchase of control 
of Savage Arms Company. Option on con- 
trol has been given to syndicate of New 
York bankers at $380 a share and will be 
exercised shortly according to present plan. 


Sears-Roebuck.—_ NINE MONTHS to Sep- 
tember 30 showed gross sales of $75,477,000, 
an increase of 9.17% over same period of 
last year. 


Standard Steel Car—HAS CLOSED or- 
der from French Government for 2500 cars. 


Studebaker.—DIRECTORS who consent- 
ed to initiation of common dividends expect 
present 5% rate will be gradually increased, 
and that in time company can maintain 
regular dividend of 10% or 12% on common. 
Company has domestic orders for more than 
70,000 cars for 1916 and for more than 6,000 
tars for foreign accounts. 


Submarine Boat—NEW YORK BANK- 
ER says company’s contract will keep it 
busy for next six years. Planned to bring 
suit against Lake Torpedo Boat Company 
for infringement of patents. Will take be- 
tween $3,000,000 and $5,000,000 of Anglo- 
French bonds. 


Tennessee Copper—REPORTED to have 
signed large sulphuric acid contract with 
Russian government, involving 100,000 tons 
a year at price understood to be around $30 
a ton. Declared regular quarterly dividend 
of 75c. P 

Tobacco Products.— PROPOSES very 
comprehensive policy of expansion and en- 
largement of operations. Intention of man- 
agement to retire preferred stock leaving 
only the common. 


Union Switch & Signal—DECLARED 
regular quarterly dividend of $1.50 on com- 
mon and preferred. 


United Cigar Manufacturers’—HAS AC- 
QUIRED business of Bondy & Lederer, 
who produces approximately 125,000,000 
cigars per annum. Purchase was made for 
cash and expect to increase company’s earn- 
ings for common at least 2% annually. 


United Cigar Stores —E. C. CONVERSE, 
Chase National Bank and National City 
Bank interests may take over control of 
company in near future. Same interests said 
to have obtained large interests in Tobacco 
Products Corp. 


United Drug.—OFFICIAL says that ne- 
gotiations were carried on with principal 
Riker-Hegeman stockholders about a month 
ago and agreement reached to take over 70% 
of Riker stock at a price. Agreement is still 
in effect. Riker-Hegeman-Liggett-United- 
Drug merger plan would make new drug 
concern largest of kind in the world. 


United Profit Sharing—DECLINE in 
stock due to country-wide agitation against 
use of coupons. United has $1 cash in 
treasury for every share of stock. 


United Shoe Machinery.—OWING to fa- 
vorable foreign situation business earnings 
as a whole are nearly normal. Revival of 
domestic demand would mean biggest busi- 
ness in company’s history. 

U. S. Industrial Alcohol—DECLARED 
regular quarterly dividend of 14% on pre- 
ferred. Has obtained order for 120,000,000 
lbs. of alcohol from a domestic powder man- 
ufacturing company. This is largest single 
order ever placed in the U. S. Will fill con- 
tract jointly with Distillers Securities Corp. 


U. S. Rubber—NET PROFITS for 1915 
estimated at 8% on common. No dividend 
action expected until $18,000,000 in notes 
has been materially reduced. 


United States Steel—-CHAIRMAN GARY 
says steel business is satisfactory and book- 
ings and shipments about equal to capacity. 
Prices fairly good and will yield substantial 
profits. 

Virginia-Carolina Chemical.— DOING 
large business in sulphuric acid, for which it 
is receiving from $12 to $15 a ton. Good 
outlook for next year’s fertilizer’s business. 
Cotton-seed oil business is flat. 


Westinghouse Electric—_NORMAL BUSI- 
NSS warranted 6% common rate. War 
profits are estimated to be equivalent to 
from 40% to 50% on common when they 
begin to materialize. 


White Automobile—HAS DECIDED to 
increase capital stock from $2,500,000 to 
$8,000,000. For more than a year company 
has been working day and night turning out 
auto trucks for Allies. 











INVESTMENT DIGEST 53 





RAILROADS 


Atchison —YEAR ENDED June 30 
showed 9.19% on common against 7.93% for 
previous year and was largest in gross and 
net in Co.’s history. Excellent crops and 
prospect of heavy movements of wheat and 
other products give assurance of continued 
large earnings. 


Atlantic, Gulf & West Indies—HAS OR- 
DERED 2 big freight and passenger ships 
from the Cramps and in last month. has 
placed orders total of 30,000 tons in new 
steamships. 


Boston & Maine—REPORT for year 
ended June 30 showed deficit after charges 
of $476,000 compared with $2,169,000 deficit 
in 1914. 

Canadian Pacific—BIG CROPS this year 
expected to stem the falling tide of earnings. 
Co. contemplates no issue of stock or new 
linancing. 

Chesapeake & Ohio.—NET INCOME of 
$2,663,000 for year ended June 30 last com- 
pared with $2,972,000 for same period in 
1914 is equal to 4.24% on stock against 
4.7% for previous year. 


Chicago & Eastern [Illinois—BOND- 
HOLDERS’ Protective Committee has ex- 
tended time for deposit of bonds to Oct. 5. 


Chicago & Northwestern—REPORT for 
year ended June 30 last shows surplus avail- 
able for common equal to 7.56% compared 
with 7.72% for 1914. 


Delaware & Hudson. —STOCKHOLD- 
ERS have authorized issues of $14,451,000 
5% 20-yr. convertible bonds. 


Erie—IN EIGHT months ended August 
gained $1,188,000 in gross, and a little over 
$2,000,000 in net. Good authorities estimate 
next year’s earnings should equal 1913 high 
record, when Erie showed over 4% on its 
common. 


Jersey Central—EARNED 19.36% on 
stock for year ended June 30 against 20.86% 
in 1913-1914. 


Kansas City Southern.—EARNED 1% on 
common in year ended June 30 last against 
2.95% for previous year. 


Lehigh & New England—REPORT for 
year ended June 30 showed 11.5% on capital 
stock compared with 11.7% earned in 
1913-14. 

Louisiana & Arkansas.—REPORT FOR 
year ended June 30 showed surplus of $193,- 
240, equal to 3.86% on stock, against 3.98% 
previous year. 

Louisville & Nashville—EARNED 6.87% 
on stock for yr. ended June 30 against 9.79% 
for preceding year. 

Minneapolis & St. Louis—TOTAL IN 
COME for August $383,000, against $437,- 
000 August, 1913. 


Missouri, Kansas & Texas.—DIRECT- 
ORS are working with bankers on plan for 
readjustment of finances and providing for 
future requirements. Protective committees 
for various issues of company’s securities 
are being formed. 


New York Central—PLACED orders for 
120,000 Ibs. of steel rails for 1916 delivery. 
President Smith says business conditions 
are improving slowly. 

New York, Ontario & Western— 
EARNED $612,507, equal to 1.05% on stock, 
against 1.14% last yr. 


Norfolk & Western —AUGUST earnings 
were of record proportions. July’s surplus 
after charges was $1,351,198, compared with 
$797,086 the previous year, a gain of 69%. 
In 1915 fiscal year road earned 8.78% on 
common, compared with 8.86% in 1914. 


Northern Pacific—REPORT FOR fiscal 
yr. ended June 30 showed 7.58% on stock 
against 7.92% for previous yr. Surplus after 
dividend payments totaled $1,463,000. 


Pacific Coast—FIGHT FOR control of 
company denied. Directors express hope 
earnings will soon justify resumption of 
common dividends. 


Reading Co.—EARNED 8.47% on com- 
mon for yr. ended June 30 compared with 
8.12% in 1914 


Rock Island.—ARRANGEMENTS have 
been made for extension of $1,600,000 col 
lateral-secured notes due Sept. 30. Receiver 
hopes to extend note due Oct. 30. Company 
is earning enough to meet all charges ex 
cept two mentioned notes, due this year 
Receiver Dickinson says business all along 
the line is improving. 


St. Louis, Rocky Mountain & Pacific.— 
REPORTED to Stock Exchange for yea 
ended June 30 surplus after charges of 
$332,191, and surplus after dividend of 
$182,191. 


St. Louis, Southwestern. —N ET FOR year 
ended June 30 totaled $2,909,000 and deficit 
after charges $254,500, against a surplus of 
$393,500 for 1914 year. 


St. Paul—AUGUST earnings showed in 
crease of $95,975, making increase for two 
months of current year $450,445. Net for 
two months increased $779,800 

Southern Pacific—TWO MONTHS 
ended August showed gross of $26,171,000 
against $23,305,000, and net of $9,189,500 
against $6,626,400 in 1914. Gains due chiefly 
to passenger traffic. Present dividend rate 
regarded as secure 

Union Pacific—EARNED 
common in year ended June 
13.09% for previous year. 

Western Maryland.—GROSS earnings are 
running from 25 to 30% weekly greater than 
last year, and fiscal year to date shows in- 
crease of $365,000, or about 18%. 


10.98% on 
30 against 
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MINING AND OIL DEPT. 


Guggenheim Exploration 


Story of the Growth of a Remarkable Holding Concern—How 
the «Seven Brothers,, Built Up the Company Which Bears 











Their Name. 





By BARNARD POWERS 





TOCKHOLDERS of the Guggen- 

heim Exploration Co. may regard 

the immediate future with that 
pleasurable anticipation which comes 
from hopes about to be realized. For 
several years a generous “melon” has 
been ripening on the Guggenheim vine. 
All signs point to a harvesting this 
Fall. Just what the proportions of 
the cutting will be has not yet been 
determined. Even the time has yet to 
be settled. Maybe the distribution will 
come before this appears in print and 
maybe it will go over until next year. 
But the MAGAZINE OF WALL STREET is in 
a position to state that it is likely to 
be in the near future and that it will 
be of satisfactory proportions. This 
distribution will mark the ending of an 
era of important developments in the 
company’s affairs. 


The House of Guggenheim 


When the story of the mining kings 
of the twentieth century is written for 
future generations to read, the dynasty 
of Guggenheim will hold important 


place. The seven brothers (six since 
Benjamin went down to heroic death 
on the ill-fated Titanic) doing business 
under the unassuming firm name of M. 
Guggenheims’ Sons are striking ex- 
ceptions to the accepted rule that 
the second generation rarely “makes 
good.” Just as W. H. Vanderbilt 
doubled and trebled the fortune made 
by the Commodore, and just as J. P. 
Morgan seems likely to build a finan- 
cial dome far more vast than that 
created by the elder Morgan, so the 
seven famous brothers have reared an 
industrial structure which dwarfs the 
edifice erected by Meyer Guggenheim 


who laid the cornerstone of the Gug- 
genheim fortunes. The par value of 
the stocks of the listed companies 
which the Guggenheims control is in 
excess of half a billion dollars, while 
there is no way of more than guessing 
at the total of millions represented by 
their personal and private investments. 

In the stormy times which the last 
two decades have seen the Guggen- 
heims have been criticized, often- 
times bitterly. It is therefore of in- 
terest to note that no one of the com- 
panies on which the Guggenheims have 
set the cachet of their approval and in 
which the public owns stock is not on 
a good dividend-paying basis at this 
time, with the exception of the Braden 
Copper Co. This statement is, of 
course, not applicable to companies still 
in the development stage, like Kenne- 
cott Copper and Chile Copper. Braden 
is now earning at the best rate in its 
history and dividends are in sight 
within the next twelvemonth. 
Exploration Company’s Early History 

Guggenheim Exploration Co. is the 
only company which bears the family 
name of Guggenheim. Perhaps that 
is the chief reason why the brothers 
have always felt more than an ordi- 
nary interest in its affairs. It has been 
stated by unfriendly parties that this 
pet of the Guggenheims is an “inside” 
affair, a statement disproved by the 
fact that the stock for the last three 
years has been listed on the Stock Ex- 
change and before that on the Curb. 
So that all who read, believed and had 
the money could have become partners 
in the enterprise. 

It is also of interest to note that an 
examination of the company’s transfer 
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books shows that not the Guggenheims, 
but the Whitney interests are the largest 
stockholders of record. The late Wil- 
liam C. Whitney was a life-long friend 
and business associate of the Guggen- 
heims and participated in all of their 
important enterprises. When he died 
his holdings of Guggenheim Explora- 
tion was an important item in his list 
of assets. The présent holdings of 
the Whitney estate is upwards of 
124,000 shares with a market value at 
this writing of more than $8,000,000. 
Harry Payne Whitney is the owner of 
something like 76,000 shares, with a 
present market value of upwards of 
$5,000,000. Assuming that the forth- 
coming melon has a valuation of $20 
a share would mean that the Whitney 
interests would receive the equivalent 
of a million and a quarter dollars. Such 
is the reward of the faith of the elder 
Whitney in the Guggenheim star 


The Guggenheim Exploration Co. 
was organized in 1899 as a holding cor- 
poration. As its name hints, the pur- 
pose of the company is to acquire in- 
terest in properties under development 
with the object of holding such securi- 
ties until they become dividend payers 
and their market values _ increased. 
Among other things, it advanced cash 
to growing concerns, thus obviating 
much costly financing. It followed the 
well-tested axiom of mining, that it is 
never wise to put the eggs all in one 
basket. By a wide distribution of 
holdings it invoked the law of aver- 
ages and the property which did not 
prove out in accordance with expecta- 
tions was more than compensated by 
the one which did. The success of this 
policy is indicated by Graphic 2, which 
shows how the surplus of the compan) 
has grown in the last decade through 
appreciation of its investments. 
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Guggenheim Exploration’s Earnings 

As a simon-pure holding company 
the corporation has received all its 
earnings in the form of dividends from 
its owned stocks. That such dividends 
have not been inconsiderable and that 
they have mounted steadily as the 
various “prospects” attained full stat- 
ure, is shown in Graphic 1, which 
gives earnings available for dividends 
and the amounts paid to Guggenheim 
stockholders. It will be seen that 
those who have directed its affairs 
have followed the policy of liberal dis- 
tributions, but in spite of that about 
$6,500,000 has been added to surplus 
from earnings in the last decade. The 
big gains in surplus, as indicated by 


the Esperanza, Ltd., was a 
good property, but without prospects 
for long prosperity. The Exploration 
Co. got rid of its stock at a loss, only 
to increase its holdings of other “live” 
stocks, notably Utah Copper. The two 
balance sheets given in Table 1 by no 
means indicates the entire activities of 
the company during the last ten years. 
At the end of 1906 the Exploration Co. 
had cut down its investment in Amer. 
Smelters Securities “A” to $13,860,000 
and “B” to $1,800,000, while its hold- 
ings of Utah had increased to $3,615,- - 
737 and Yukon Gold to $3,507,000, in 
round figures. The total of “other in- 
vestments,” including Utah Copper 
and Yukon Gold, was $14,327,000. At 


stance, 








TABLE 1 
STOCK OF COMPANIES OWNED BY GUGGENHEIM EXPLORATION COMPANY 


1914 
Shares 


33,656 


December 31, 
(All carried at cost) 


Am. Smelters Seeurities “A” 
Utah Copper Co 

Yukon Gold Co 

Chino Copper Co 

Am. Smelt. & Refin. com. . 
Ray Consolidated Co 
Alaska Yukon Properties 
Miscellaneous investments 


Cost 
$3,029,040 
9,161,767 
10,114,563 
2,534,802 
4,767,264 
3,245,850 


1905 
Shares Cost 
Am. Smelters Securities “A” 154,000 $15,400,000 
Am. Smelters Securities “B” 20,000 2,000, 
Am. Smelters Securities com. 112,490 l 
Property and Investments— 

Esperanza Ltd 

Utah Copper Co 

Mex. So. Syndicate Invest. 

Kia Ora Property 

Atlin Cons. 


December 31, 


$2,711,538 








Graphic 2, have come from sale at 
handsome profits of securities owned. 
In this connection it is of interest to 
compare the company’s holdings as of 


December 31, 1905, with holdings as 
of December 31, 1914, that being the 
date of last report, and this may be done 
by glancing at Table 1. 

The big increase in surplus from ap- 
proximately $7,000,000 on December 
31, 1905, to about $25,000,000, as last 
reported, came not so much from 
earnings as appreciation in values of 
securities held. Real genius recognizes 
when its judgment is faulty. The Gug- 
genheims owe a considerable part of 
their success through their ability not 
only to pick winners, but to realize 
when they have been wrong. For in- 


the end of 1907 “other investments” 
aggregated $17,564,988 and consisted 
of Cumberland-Ely, $912,808; Esper- 
anza, Ltd., $426,182; Nevada Consoli- 
dated Copper Co. stock and Nevada 
Northern R. R. Co. bonds, $1,671,588 
and $1,650,000 respectively ; Utah Cop- 
per, $4,632,282 ; Yukon Gold, $8,222,106, 
and miscellaneous $50,020. The hold- 
ings of American Smelters Securities 
stock remained unchanged. It will be 
noted that most of the smaller Alaska 
investments had either been wiped off 
the slate or consolidated into the 
Yukon Gold account. By the end of 
1909 the company had disposed of all 
of its securities “B” stock, and its sur- 
plus totaled $13,857,000. 

In 1911 the common stock of the 
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American Smelters Securities Co., 
which had been carried on the books 
at a nominal valuation of $1 was sold 
to the American Smelting & Refining 
Co. for approximately $6,747,000. The 
surplus therefore expanded to $23,- 
475,000, which included the year’s sur- 
plus balance after dividends of $1,- 
602,000. The “melon” was ripening 
fast. All this time it should be re- 
membered the company was paying 
handsome dividends on its capitaliza- 
tion, as shown in Graphic 1. 

In the next year the 154,000 shares 
of Smelters Securities “A” was re- 
duced to 44,000 shares. As this stock 
had been carried at $90 a share and 
was sold for $84 a share it was neces- 
sary to write off $660,000 from the 
profit and loss surplus, but the year’s 
surplus of $1,192,000 was sufficient to 
permit the total surplus to show a gain 
of approximately $400,000. During 
1912 the company bought 97,750 shares 
of Chino Copper and 121,200 shares 
of Ray Consolidated at a cost of $2,- 
534,802 and $2,585,638 respectively. 
Thus it will be seen that the company 
paid about $26 a share for its Chino 
and a little over $21 a share for its 
Ray—a very profitable investment, as 
shown by present quotations of these 
stocks. 

Book Value of Guggenheim Stock 


The company has always followed 
the conservative course of carrying its 
investments at cost, but the net appre- 
ciation in such investments has been 
considerable. Its holdings of 404,504 
shares of Utah Copper alone, which 
cost $22.65 a share, show a total appre- 
ciation of $18,344,505 on the present 
market price of Utah of $68 a share. 
Valuing the company’s stocks at cur- 
rent prices and taking other invest- 
ments at cost gives the Guggenheim 
Exploration stock a book value of 
$79.75 a share. 

The “Melon” 


It is possible at this time to speak 
of the coming “melon” in only a gen- 
eral way for the reason that the Gug- 
genheims themselves have not defi- 
nitely decided just’ what distribution 
they will make. It seems to be fairly 
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certain that the Ray and Chino stocks 
will be turned over to the Exploration 
Co. shareholders and something more, 
perhaps a dressing of cash in case 
mere stock seems too dry. The sale 
of 33,656 shares of American Smelters 
Securities “A” stock this year netted 
the company between $2,500,000 and 
$3,000,000, so that the total of cash and 
demand loans must now be about $14,- 
500,000, the equivalent to $17 a share. 
Not all of this will be distributed, but 
a cash dividend of at least $10 a share 
is well within the realms of prob- 
ability. On a pro rata basis, the Gug- 
genheim stockholders will receive for 
each share held: Ray stock with a mar- 
ket value at present prices of about 
$4.59, and Chino stock with a market 
value of $5.11. Adding to this a cash 
disbursement of $10 a share would 
make the total value of the “melon” 
about $20 per share on each share of 
Guggenheim Exploration stock owned. 
It should not be forgotten that there 
are 69,500 shares of American Smelt- 
ing & Refining common stock with a 
current market value of approximately 
$6,000,000 and it might be that this 
stock will be distributed in lieu of the 
cash. 


Future of the Company 


It must not be thought that the com- 
pany is liquidating or going out of 
business. Far from it. The Guggen- 
heims are more active than ever before 
and Guggenheim Exploration will con- 
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tinue its policy of participating in the 
financing and developing of new enter- 
prises. In this respect it would not be 
surprising if Kennecott Copper and 
Chile Copper securities appeared among 
Guggenheim Exploration’s assets by 
the time the next annual report is 
written. 

The management plans to keep as- 
sets in the Exp!oration Co. sufficient to 
continue to pay the present dividend 
rate of 16 per cent per annum. Utah 
Copper is expected to pay an extra 
dividend towards the end of this year 
and every dollar per share which the 
company declares on its stock means 
$404,500 into the Guggenheim Ex- 


ploration treasury. The reserves of 
Yukon Gold are estimated to be suf- 
ficient to warrant many years of life 
and of sufficient value to enable the 
company to continue to yield 6 per 
cent on the price the Exploration Co. 
paid for that stock. 

Guggenheim Exploration has had a 
prosperous career. Many ‘of the eggs 
in its basket have proven pure gold and 
more than sufficient to make up for 
those which became addled. The sup- 
ply of golden eggs is not exhausted 
but it requires such genius as has been 
exhibited in the management of this 
company’s affairs to pick the good 
from the bad. 
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Ahmeek.—_SEPTEMBER estimated pro- 
duction 2,250,000 Ibs. of copper. 


American Smelters Securities. — RE- 
PORTED to Stock Exchange for 7 months 
ended July net income of $2,914,000, with 
balance after dividends of $1,659,000. 


Anaconda.—DECLARED quarterly divi- 
dend of $1. September output 22,800,000 Ibs. 
Earning on 18c. copper at annual rate of 
$9 per share. 

Braden Copper.—SEPTEMBER OUT- 
UT 3,222,000 Ibs., making total for 9 mos. 
24,208,000 Ibs. compared with last yrs. full 
production of 28,284,000 Ibs. 


Butte & Superior—SEPTEMBER OUT- 
PUT more than 15,000,000 Ibs., and slightly 
less than for August, owing to 4 days shut- 
down to make repairs. Next extra dividend 
expected to exceed last $5 extra. 


Champion.—_DECLARED a dividend of 
2 a share making total of $23 since Feb. 21, 
last. 

Chile Copper—MANAGEMENT ss esti- 
mates it can produce copper at less than 
Ge. a lb. including freight charges and sell- 
ing expenses. re reserves are approxi- 
mately twice those of Utah Copper. Plant 
expected to be running full by end of year. 


Chino.—EX TRA DIVIDEND of $3 cash 
expected by end of year. August produc 
tion 6,641,000 Ibs. Low price of stock due 
to selling pressure by French holders 


Copper Range-—PROXIES of about 300,- 
000 shares have been received in favor of 
dissolution plan. Next step will probably 
be dissolution of Baltic and Trimountain 
and turning over assets to Copper Range. 


Delaware, Lackawanna & Western Coal. 


—HAS DECLARED regular quarterly divi- 
dend of 2%%. 


Dome Mines.—PRODUCED bullion val- 
ved at $139,000 during September. Milling 
capacity at end of year expected to be up 
to 45,000 to 50,000 tons monthly. 


East Butte—SEPTEMBER OUTPUT 
will be about 2,000,000 Ibs. In 10 weeks of 
operation net profits totaled $303,000, 


Giroux.—E. A. WALL has filed petition 
at Reno, Nevada, asking for receiver for 
Giroux Cons. He alleges conspiracy on 
part of T. F. Cole and others to depreciate 
property, 


Goldfield Consolidated.-AUGUST PRO- 
DUCTION 32,100 tons and net earnings 
$106,600. 


Granby Consolidated—EARNED $929,- 
165 net for year ended June 30 on 26,638,912 
Ibs. of copper. Declared dividend of $1.50 a 
share. To issue quarterly reports. 


Inspiration. RUMORED Anaconda will 
take over Inspiration at not less than $50 a 
share. When operating at full company 
should produce 120,000,000 Ibs. at cost of 
8c. a Ib. or less. This means earnings for 
dividends of $6 per share on 14c. copper, 
and $10 per share on 18c. copper. 


Isle Royale—PRODUCTION for Sep 
tember will break all records, totaling over 


1,000,000 Ibs 


Kennecott Copper—PRODUCTION for 
4 months ended September 30 was 30,000,000 
lbs. or at rate of more than 90,000,000 Ibs. 
nenely. September output about 8,000,000 

s. 


Kerr Lake —YEAR ENDED August 31 
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showed net 
dends paid o 


Miami Copper.—INCREASED quarterly 
dividend rate to $1 a share. On 18c. copper 
is earning at rate of $6 per annum. 


Nevada Consolidated—AUGUST PRO- 
DUCTION 6,202,000 Ibs., against 6,292,000 
Ibs. in July. 


New Je Zinc.—DECLARED extra 
dividend of 2%. Action on regular divi- 
dend not due until next month. 


North Butte.—DECLARED quarterly 
dividend of 50c. a share compared with 40c. 
— in July. Producing at rate of 25,000,000 
bs. per annum and earning at rate of $4 per 
share on 18c. copper. 


Pittsburgh Coal—DECLARED regular 
quarterly dividend of 14% on preferred. 
Understood Oliver family holdings have 
been privately transferred to interests ac- 
cumulating stock. Co. expected to be in- 
cluded in a merger yet to be announced. 


Consolidated——_PRESIDENT ALD- 
says 1915 earnings likely to be close 


Pom) 000 of ‘eae 774 against divi- 


RIC 


o $5,000,000. August production 5,779,000 
Ibs. against 4,471,000 Ibs. in July. 


Shattuck-Arizona.—EXTRA DIVIDEND 
of 50c. declared in addition to regular quar- 
terly dividend of 50c. 


Tennessee Copper.—REPORTED to have 
closed order from Russian government for 
tri-nitrate of tuluol on which $2,000,000 pro- 
fit is estimated. All profits on war contract 
estimated as high as 100% on stock. 

Tonopah Mining —QUARTERLY DIV! 
DEND reduced from 25% to 15%. 

Tuolumne.—HAS MADE “strike” on 
2600 level in glance ore running 40% cop 
per. 


U. S. Smelting—DECLARED | usual 
quarterly dividend of 87%c. on preferred 
Earnings for first 9 mos. of 1915 showed 
balance on common at rate of 19.8% per 
annum. 


Utah Copper.—_EARNING DIVIDEND 3 
times over, not including equity in Nevada 
Cons, earnings. Extra dividend expected be- 
tween now and January 1. August output 
nearly 16,000,000 Ibs. 








Mining and Oil Inquiries 





Texas Oil 


H. M.—Texas oil for the year ended June 
30 showed a balance for its $30,000,000 stock of 
21.3% against 20.7% for the previous year. 
While at 153 the stock may seem rather high, 
as it yields only 642% at that price, it must be 
taken into consideration that the company is 
probably on a secured 10% dividend basis, and 
that earnings are now much better than a year 
ago. 

Before depreciation, sinking funds and spe- 
cial reserves were deducted last year, the com- 
pany showed approximately $30 a share on its 
stock, so that if the present improvement in the 
oil industry continues with consequent better 
earnings, it would seem that it is not likely to 
be very long before stockholders may look for 
something in the way of a larger return. 

Texas Conipany stock may be classed as a 
semi-speculative investment of the type which 
might appeal to the business man. 


Magma—Braden--Kennecott 


E. P., Milwaukee, Wis.—Magma Copper is a 
small but seemingly sound company. As it is 
not a “porphyry” copper, it is impossible to 
judge the life of the mine, since it is not prac- 
tical to block out its ore bodies. Its capitaliza- 
tion of only $1,000,000 seems to indicate that it 
fo nat likely to be a mine with great length of 
ife. 

On a $2 dividend basis, the stock at $15 a 
share yields about 14%, so that in slightly more 
than seven years at that rate would return the 


investor his principal. August earnings, we 
understand, were at the rate of more than $4.50 
per share. 

The market course of Braden and Kenne 
cott depends, as in the case of all copper stocks, 
upon the selling price of copper. We are in 
clined to the opinion that copper is about high 
enough. While these three stocks undoubtedly 
are attractive speculatively, we are of th« 
opinion that a patient investor may have an 
opportunity to pick them up at lower prices 
in the not very distant future. 

Among better class of industrials might | 
mentioned, American Agricultural Chemical, 
American Beet Sugar, American Smelting & 
Refining, American Sugar Refining, United 
States Steel, United States Rubber and Na- 
tional Lead. Any of these issues we regard 
with favor, particularly their preferred stocks, 
which we believe can be purchased advan- 
tageously on reactions in the market. 


Ray Consolidated 


S. W. C.—Ray Consolidated is an excellent 
investment stock, but one which moves in a 
very narrow range of prices. The highest it 
has ever sold is 27%, so that you may have 
to hold it for a long time — it reaches 30. 
especially as the price of copper now seems as 
likely to go down as up. e understand, that 
if the present copper market holds, all of th 

“porphyry” companies are likely to receiv« 
something extra in dividends at the end of the 
year, but not before then. 
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Chile Copper 


F. W. T.—Chile copper undoubtedly will 
make good in the long run, but we do not think 
that dividends are likely for a year or two, as 
the company will hardly be a producing factor 
of importance before next Spring. 

Developments in mines of this sort, especially 
so far away from the sources of materials and 
supplies, are apt to be slow. 

Braden is an excellent example of slow de- 
velopment, although we do not think that Chile 
is. likely to encounter the difficulties which be- 
set Braden. 

Mexican Petroleum 

R. E., Fla—Mexican Petroleum presents 

attractive speculative prospects. It is a very 
“fast mover” at times, but the speculator 
should not forget that it may move downward 
as rapidly as in the opposite direction. Under 
present conditions, it is a stock which it is 
better to buy when it is low than when high 
on the chance that it may go still higher. 

Interests connected with the company have 
stated that with the Mexican trouble out of 
the way, the stock should sell at $200 a share, 
but you will readily see that it is an interested 
statement, and one that cannot conservatively 
be taken at face value. 

There is no question but that Mexican Petro- 
leum owns very valuable oil properties, and 
that some time it should sell considerably 
higher. Unless you intend to buy outright, or 
on a very heavy margin we think it is a stock 
that you would do well to leave alone. 

Good Coppers 

C. H. K., Cleveland, Ohio—(1) Utah is 
selling too high and offers very little in the 
way of increase in value. There are other 
issues to be preferred to Utah. 


(2) Chino is good; is earning enough above 
dividend requirements to warrant the expec- 
tation of increased returns. 

(3) We think Inspiration is a little more 
than discounting its possibilities. Kennecott 
at very near the same price looks mpre at- 
tractive to us. 

(4) Anaconda ought to sell much higher. 
There have recently been opened some very 
important zinc deposits that ought to add much 
to the company’s revenues. 

(5) Tennessee Copper is not a large pro- 
ducer, nor does it make copper cheaply enough 
to compare with the larger low grade milling 
coppers. The auxiliary production of sul- 
phuric acid has not been carried on low enough 
as yet to demonstrate just what it can do in 
earning profit. 


Nevada Consolidated 


W. J. F., New York City—Nevada Consoli- 
dated is a liquidating proposition. In other 
words, the life of the mine probably will not 
exceed fifteen years at the outside, so that one 
must consider not only the yield on the present 
price of about 15, but also the matter of return 
of capital invested. On present dividends 
Nevada returns about 10% per annum on the 
purchase price of 15, so that if an investor 
bought now and held his stock for ten years, 
he would have received his money back in 
dividends and the further dividends which the 
company might pay could be regarded as in- 
terest on the investment. 

If the price of copper continues high, Nevada 
is likely to do something in the way of an 
extra dividend at the end of the year. But 
the stock has very little speculative prospects, 
and in our estimation is not a particularly at- 
tractive investment proposition at present 
prices. 





Oil Notes 





Midwest Refining—EARNINGS RUN- 
NING largest on record. New plant will 
bring refining capacity to 23,000 bbls. daily. 


Ohio Oil—RAISED price of Plymouth 
oil to 93c. a bbl., a 10c. advance. 


Prairie Pipe Line —OFFICER SAYS no 
dividend action contemplated at present 
time. 


Savo 
and 1% extra for October, 
September. 


South Penn Oil—ADVANCE OF 5c. a 
bbl. in Penna crude oil prices makes increase 
of 40c. since August 13. Means increase 
at rate of 12% per annum on company’s 
stock. 

Standard Oil of Indiana —VICE-PRESI- 
DENT Drake’s admission that business is 
improving and that Whiting plant’s capacity 


Oil.—DECLARED dividend of 1% 
the same as in 


will be increased 20% is taken to fore- 
shadow another cent advance in gasoline 
price. 

Standard Oil of Kansas —COMPANY’S 
refinery at Neodesha is operating close to 
full 10,000 bbls. daily capacity. Large 
amount of unfilled orders on company’s 
books. 

Standard Oil of Louisiana—HAS AD- 
VANCED price of all Northwest Louisiana 
crude oils 5c. a bbl. Texas sellers of gaso- 
line have advanced price 2c. a gal. to 17c 
for prime. 

Standard Oil of New Jersey.—STOCK 
selling at highest price in history at $478 a 
share. Big advance due to rumor stockhold 
ers will receive large extra disbursement 
late this year or early next year. On Au 
gust 31 company had 43,000,000 bbls. of oil 
stored and rise in price of 40c. a barrel has 
added $17,200,000 to company’s assets, 
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Investment News and Railroad Earnings 


 iythg en] news may be rough- 
ly classified into three divisions: 

(1) Authoritative reports, facts 
and statistics. ; 

(2) Statements by officials, presum- 
ably correct as far as they go, but not 
necessarily complete and sometimes 
prejudiced. 

(3) Reports and rumors of doubt- 
ful authenticity. 

The first thought of the experienced 
investor on reading any piece of news 
is, “Who says so?” The newspaper 
reflects the world as it is, not as it 
ought to be. If the Street is full of 
rumors that some company has re- 
ceived $100,000,000 of war orders, or 
that the dividend on some stock will 
be cut in half at the next meeting of 
the board of directors, the newspaper 
faithfully reproduces the rumors—as 
rumors. It does not guarantee their 
correctness, but prints them for what 
they may be worth 

Therefore the investor must himself 
select what he thinks trustworthy. 
He must winnow the wheat from the 
chaff. 

There is very little difficulty in 
recognizing the first two classes men- 


tioned above. Some readers pay little 
attention to the statements of com 
pany officials, -on the ground that 
the official nearly always has some 
“ulterior motive” in making the state- 
ment. It is quite true that he often 
has such a motive and that his state 
ment may be colored somewhat by his 
connection with the company; but it 
is rare indeed—so rare as to be almost 
unheard of—that a responsible official 
will make any statements that are 
actually false. 

As a rule, a company official remains 
sileni unless he has something good 
to say about earnings or prospects. It 
wouldn’t be human nature for him to 
“knock” his own proposition and 
would be likely to cost him his job 
It is also his duty—or at any rate he 
conceives it to be his duty-—to take as 
cheerful a view of the future as cit 
cumstances permit. Hence such state 
ments as “the company is doing « 
profitable business and increased or 
ders are expected in the near future.” 
naturally do not carry much weight 
But if the same official said that th« 
company had earned four per cent on 
its common stock so far this Ascal yea: 
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and that orders on hand were 20 per 
cent greater than a year ago, his state- 
ment could be accepted as substan- 
tially correct. 

As to the third class above men- 
tioned, nothing can be accepted at face 
value. But persistent reports gener- 
ally have some sort of foundation, 
even though the rumors may be, like 
the report of Mark Twain’s death, 
“greatly exaggerated.” When there is 
a great deal of smoke in Wall Street 
there is usually some fire. 

The investor will usually pay very 
little attention to rumors, but the 
active trader is forced to recognize 
their effect on prices, even though he 


ing industrial companies consists of 
annual earnings on their stocks; 
actual or prospective. Annual reports 
are apt to be late in coming out, so 
that it is the prospective earnings that 
have the most effect on prices. News 
of this character comes out only occa- 
sionally, and the investor generally 
has no trouble in keeping up with all 
the news that is available on the stocks 
in which he is interested. 


Railroad Earnings 


When we come to the railroads, 
however, the situation is quite differ- 
ent. Under the rulings of the Inter- 
state Commerce Commission railroad 
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doesn’t believe the reports to be true. 
For example, the big war stock 
speculation of 1915 started with noth- 
ing but rumors, and it was a long time 
before any definite figures were avail- 
able as to war orders actually on the 
books of the various companies 
affected. At first there doubtless were 
no actual orders—merely a strong 
probability that large orders would be 
placed before long—for it must be 
borne in mind that prices respond to 
probabilities very closely in proportion 
to the degree of the probability. It 
frequently happens that by the time 
the complete facts come out, the price 
movement has almost entirely antici- 
pated them. 

The most important news concern- 


statistics have been reduced to a 
uniform system. Monthly earnings of 
all roads are given out regularly, and 
it is even possible to keep track of 
expenditures for maintenance of way 
and of equipment month by month if 
it is thought worth while. 

The monthly earnings of the prin- 
cipal roads are printed in all those 
dailies which make a specialty of a 
good financial page. Some _ publica- 
tions also compile tables giving the 
aggregate gross and net earnings of 
a large number of roads, and showing 
the per cent of increase or decrease as 
compared with the previous year. 

This information is of very great 
value to the investor, yet it is to be 
doubted if the average newspaper 
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reader gets much out of it. A com- 
parison with the corresponding figures 
for the preceding fiscal year is always 
given, but it is impossible for the 
reader to carry all these figures in his 
head for the different roads. More- 
over, a comparison with last year is of 
little value unless the investor has a 
pretty good idea of how well the road 
was doing last year—how that year 
compared with previous years, etc. 
The easiest way to overcome these 
difficulties is to reduce all increases 
and decreases to the form of per cents. 
That makes all the various statements 
comparable. For example, if you have 
a memorandum to the effect that rail- 
road earnings as a whole in January, 
1912, were 30 per cent less than in 
January, 1911; in January, 1913, 52 
per cent more than 1912; and in Janu- 
ary, 1914, 12 per cent less than 1913— 
you can get some idea of the situation 
when you note that the earnings of 
New York Central for January, 1915, 


are, let us say, 7 per cent less than in 
January, 1914, or that the combined 
earnings of 54 leading roads for Janu- 
ary are 7 per cent less than last year. 

To get his bearings in regard to rail- 


road earnings, the investor 
some such table as that herewith, 
which shows the monthly net earnings 
of ten leading railroads since January, 
1911, with the per cent of increase or 
decrease each month compared with 
the same month of the preceding year. 
The ten roads here used are as fol- 
lows: 








M. K,, & T. 
Pennsylvania 
C., R. I. and P. 
Southern Ry. 
Union Pac. 


Atchison 
Atlantic Coast 
Balt. & Ohio 
Cent. of N. J. 
Ill. Central 








Earnings for any one month may be 
affected by weather conditions or by 
a congested state of transportation, 
floods, etc. Henée it is necessary to 
get a broad view of the situation for 
several months in order to draw legiti- 
mate conclusions. 


needs | 


For example, earnings in January. 
1912, were abnormally small, showing 
a decrease of 30 per cent from the pre 
vious year. This was due, if I remem 
ber correctly, to bad weather. A pari 
of the January freight was carrie: 
along and moved in February, so that 
an increase of 13 per cent. was shown 
in that month. As a result of the small 
movement in January, 1912, earnings 
for January, 1913, showed the tremen 
dous increase of 52 per cent—yet they 
were less than three-quarters of a 
million dollars greater than January 
1911. The big increase in 1913 had 
very little significance, and this would 
be easily seen by an examination of 
such a table as that here presented. 

It is necessary to compare earnings 
for any month with the corresponding 
month of previous years, because there 
is a strong seasonal variation in rail- 
road earnings. The big earnings come 
in the fall when the crops are being 
moved and the smallest earnings in 
the winter when weather conditions 
interfere with shipments. 

While this table covers only ten of 
the big railroad systems, the per cents 
would not be greatly changed if 20 or 
50 were used. The general tendency 
of earnings month by month is ade- 
quately shown. 

Gross earnings can be handled in the 
same way if desired. The net is most 
important in its bearing on the value 
of railroad stocks, while the gross is 
the most useful in judging the relative 
activity of general business through- 
out the country. Any genuine in- 
crease in the activity of other lines 
of business soon shows up in the form 
of increased gross earnings of the rail- 
roads. 

In dealing with gross earnings, how- 
ever, it must be remembered that they 
naturally tend to increase a little from 
year to year simply as a result of the 
growth of the country. Net earnings 
should show a similar, though smaller, 
increase for the same reason, but as 
a matter of fact they have not done 
so for several years. 

(To be continued) 
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Street Certificates 


I would thank you for an explanation as 
to what a “Street” certificate is. I bought 
some mining stock and the broker informs 
me that he will deliver Street certificates, 
instead of the mining company’s certificates. 
He claims that these are as good, the others 
will come later, as it takes four weeks to 
make the transfers on the books of the com- 
pany.—J. 

A Street certificate is one which is so en- 
dorsed as to be deliverable to bearer, just 
like a ten dollar bill, for example. It is just 
as good as a certificate in your own name 
for temporary use. Of course, the dividends 
will be paid to the firm in whose name the 
certificate stands, so that the dividend check 
would have to be endorsed over to you. 
This is easily handled in the Street among 
the different brokerage houses, but it is 
practically necessary for the private in- 
vestor to have a certificate in his own name, 
eventually. Your broker will doubtless take 
care of the details for you. There is no 
reason why you should objeet to the Street 
certificate, provided you are dealing with a 
careful and reliable broker. 


Federal Banking System 


I have been much interested in the chap- 
ters about the New York bank statement in 
“Investing for Profit.” How does the new 
Federal banking system affect the situa- 
tion?—G. H. 

Your question cannot yet be fully an- 
swered because even the best qualified 
bankers in the country do not know ex- 
actly- how the law will work out. As you 
know, the law greatly reduces the reserve 
requirements and this makes possible an 
enormous expansion of credit, but as yet 
the actual expansion of credit which has re- 
sulted has not been very great. This has 
doubtless been partly due to the timidity 
of business men in the face of the European 
war. When this spirit of caution wears off, 
it seems quite probable that we shall have 


a much greater expansion of credit than has 
so far taken place. 

The new law affects the investor in his 
efforts to judge the market by the New 
York bank statement. Surplus reserves 
have increased so greatly as a result of the 
law that at the present time they do not 
afford much of a guide as to the investment 
situation. The effect on the relation be- 
tween deposits and loans has, however, been 
much less than might have been expected. 
We think that the graphic showing the re- 
lation between deposits and loans, as ex- 
plained in “Investing for Profit,” will not 
be seriously interfered with as a result of 
the new law. At any rate, that is the in- 
dication down to date. We would recom- 
mend that this graphic be continued just 
the same as though the law had not been 
changed. 


How American Stocks Are Quoted at London 


E. O.—American stocks are quoted on the 
London Stock Exchange in American dol- 
lars, but for the sake of having a convenient 
and unchangeable standard, the value of the 
dollar is always figured on the basis of a 
foreign exchange rate of $5. That is, the 
dollars in which the stocks are quoted are 
exactly one-fifth of a pound sterling. Of 
course this is really a fictitious dollar, be- 
cause the foreign exchange rate is very 
rarely as high as $5 and it fluctuates from’ 
day to day. It is this fluctuation which 
makes it necessary to have a standard, un- 
changeable dollar in which to quote Ameri- 
can stocks at London. 

Owing to this method of quotation, it is 
necessary for London quotations on our 
stocks as received at New York, to be cor- 
rected into the American equivalent, which 
will depend upon the current rate of foreign 
exchange. For that reason, the tickers al- 
ways quote London prices and immediately 
follow these prices by the New York equiva- 
lent as figured on the current rate of ex- 
change. 








Market Statistics 





Dow Jones Averages 
20 Rails 


12 Inds. 
98.96 
98.31 
98.15 
97.93 
97.68 
97.55 
97.85 
97.70 
98.87 
99.54 

101.80 
103.20 


Monday, September 4 
Tuesday, 
Wednesday, 


es 86 82.8.8 


Saturday, 


Breadth 
(Ne. 
issues ) 

210 
203 
197 
200 
199 
168 
197 
174 
170 
106 
212 
192 


——5U Stocks—— 
High Low 
84.95 83.03 
85.16 83.52 
85.45 83.59 
84.89 82.76 
84.85 83.39 
85.51 84.19 

84.38 
84.00 
82.93 


Total Sales 
1,516,600 
1,688,900 
1,502,600 
1,548,700 
1,481,800 

700,200 
1,390,900 
1,122,600 
1,479,800 
1,437,300 
1,343,200 

588,200 











‘COTTON AND GRAIN 








- WHY COTTON. HALTS 





By C. T. REVERE 


ROUND the thirteen-cent level for 
January, which may be accept- 
ably taken as a price basis, the 

cotton market has reached a stage 
where there is a departure from the 
speculative character which it always 
shows at this time of the season. In 
other words, the market halts and 
seems to consider whether the condi- 
tions have been discounted by the price 
movement or not. 

Prices have risen nearly four cents 
per pound since the early part of Au- 
gust. The advance has been chiefly 
due to the discounting of a short crop. 
This anticipation seems in a fair way 
to be realized. The Condition Report 
of the Bureau of Crop Estimates of the 
Department of Agriculture, in its pub- 
lication October 4, placed the condition 
at 60.8, which, with the exception of 
the season of 1909, is the lowest con- 
dition in more than twelve years. 

The crop promise is so poor, accord- 
ing to Washington ideas, that even the 
Weather Bureau went out of its way 
in its final weekly report of the season 
to state that indications point to one 
of the smallest crops in a number of 
years. 

There comes a time, however, no 
matter how small the crop or how 
feverish the outburst of speculation, 
when the market bumps into a level 
where it encounters a great deal of 
resistance. This level appears to have 
been reached around and above thir- 
teen cents for January. 

The explanations for this hesitancy 
are interesting. Cotton hitherto has 
gone up in anticipation of a short crop 
and without considering where the de- 
‘mand was to come from. It was mere- 
‘ty assumed that there would be a de- 
mand and that it would take care of all 
offerings and at any price. 

The ‘market, however, is not always 
'so enthusiastic as some of its inex- 
‘“perienced devotees. It was easy to 


obtain contracts in the various future 
markets and also easy to boost spot 
prices in the South. Country mer- 
chants, country buyers and spot specu- 
lators were willing for a time to buy 
cotton from the farmer, at almost any 
price. 

There came a stage in the proceed 
ings, however, when some of the buy 
ers of actual cotton wanted to sell. 
They found a demand entirely dispro- 
portionate to the existing supply. For 
a time in the early part of the season 
cotton piles up almost as fast with a 
short crop as it does with a big crop. 
At present, therefore, we see some 
very large stocks of cotton in the 
South and a rather slack demand. This 
has led to considerable selling of 
hedges, and with the experienced bear 
operators of the various exchanges 
taking cognizance of this situation, 
there is a good excuse for declining 
markets. 

Translating these technicalities into 
more easily understood terms, the cot- 
ton market has temporarily run into 
a situation where it will have to show 
its ability to take care of the actual 
cotton now being pressed for sale in 
the markets of the South. If spinners 
do not buy this cotton freely, hedge 
sales will have to be made for protec- 
tion in the future markets. This puts 
considerable pressure on the contract 
market and frequently gives the bulls 
more than they care to handle. The 
cotton must be digested either in the 
form of sales to spinners and exporters 
or hedges on the New York, New Or- 
leans and Liverpool exchanges. 

After the first half of the crop has 
found lodgment, however, the pres- 
sure begins to let up, and if conditions 
are bullish, prices again advance. 

Moreover, if any fresh bullish cir- 
cumstance arises such as a killing frost 
in the middle of October, enough new 
speculative buying will come in to ab- 
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sorb the selling pressure in a jiffy. 
This happened in 1903-4, the so-called 
Sully year, and also during the Scales 
campaign of 1909-10. 

It should be borne in mind always 
that this hesitation in an advance at 
this season of the year is only tem- 
porary, provided the proof of the crop 
shortage is fairly convincing. Never- 
theless the bulls frequently have some 


anxious moments. It is also well to 
bear in mind that actual crop shortage 
is seldom discounted so early in the 
season, and that if the yield prom- 
ises to be anything like 11,000,000 
bales, as suggested by the Gov- 
ernment Condition Report of Oc- 
tober 4, there is very little doubt 
that cotton will work considerably 
higher. 








Analysis of 


the Wheat 


Market Situation 





By P. S. KRECKER 





ONFLICTING views still keep 
wheat in debatable ground. Just 
as bullish feeling was manifesting 

itself in a broad public demand, the gov- 
ernment report of the 7th. inst. with its 
reiteration of a billion bushel crop esti- 
mate came out and chilled friendly senti- 
ment. Following it there developed a 
revival of bearish ideas and talk of 
lower prices. Analysis of the situation, 
however, brings to the surface 
arguments in favor of ultimately higher, 
rather than lower values which are 
worthy of the attention of the trade. 
Foremost of these is, of course, the suc- 
cessful conclusion of the mission of the 
Anglo-French Credit and Finance Com- 
mission to negotiate a $500,000,000 loan. 
The bearing this loan will have on our 
export trade has been so thoroughly dis- 
cussed of late that further emphasis is 
scarcely necessary. There are other 
arguments, possibly less obvious, in 
favor of the market. Among them may 
be mentioned : 

First, the tendency to raise estimates 
of foreign requirements. One leading 
foreign authority recently increased his 
estimate by something like 50,000,000 
bushels, which does not sound unreason- 
able in view of disappointing European 
crop reports. 

Second, the serious deterioration of 


American winter wheat because of ex- 
cessive rainfall. Estimates of the quan- 
tity of wheat which will be fit only to 
feed to hogs run as high as a million 
bushels. Should these prove near the 
mark, the winter wheat crop of this 
country available for human consump- 
tion, instead of being 656,856,000 bushels 
as estimated by the government, actually 
will not exceed 556,856,000 bushels. The 
sum total of our wheat crop for all prac- 
tical purposes, then, may not be larger 
than it was last season when wheat 
values soared to $1.65 a bushel. 

Third, the holding movement among 
farmers who are dissatisfied with present 
prices. This may prove to be a most 
important factor for higher prices. Our 
wheat farmers are in an independent 
position after marketing the biggest crop 
they have ever grown at the highest 
prices in a decade. They can hold their 
wheat if they want to and they are likely 
to want to unless the market advances 
materially. 

Fourth, the comparatively small re- 
ceipts at primary points. Time has 
remedied but little a condition which has 
been one of the surprising features of 
this big crop year and almost caused the 
ruin of September shorts. 

Fifth, talk of decreased winter wheat 
acreage net season with probably re- 
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duced yield, owing to the heavy rains 
which have interfered seriously with fall 
plowing. Farmers have not been able 
to cultivate the soil for the next crop with 
the freedom they would like, and while 
it is too early to estimate with accuracy 
the degree to which acreage has been 
affected, it must be admitted that there 
has been some setback. Some authorities 
place this compulsory reduction of acre- 
age as high as 15 per cent. 

Sixth, broadening speculative demand 
based on belief in ultimately much 
higher prices. The speculative public 
made a great deal of money in the big 
bull market in wheat last year, but more 
recently has neglected that staple for cot- 
ton and stocks. Stocks have had a big 
rise and cotton, too, has made large 
profits for those who had the courage 
to buy it three cents a pound lower down. 
Now there are signs that the speculative 
pendulum is swinging again towards 
wheat. With that the case, it would 
require only a little encouragement to 
enlist the public support which is what 
makes a real bull market. 

Finally, no resumé of bullish factors 
in the wheat market would be complete 
without reference to the situation in the 
Balkans. The flames of war have burst 
at last, involving countries in the rich 
Danubian wheat belt. How far they will 
spread is problematical, but they already 
have involved a sufficient area to have a 
material bearing on wheat values. One 
effect of this latest development will be 
undoubtedly a further delay in the con- 
summation of the pet project of the Al- 
lies, the opening of the Dardanelles. 
Indeed should the Teutonic armies suc- 
ceed in making a quick dash from the 
‘Danube to Constantinople, hope of the 
opening of the Dardanelles this year may 
well be abandoned. As it is, the energies 
of the Allied armies have been diverted 
from the Straits to the Balkan plains. It 
may be assumed with a degree of cer- 
tainty therefore, that the Russian sur- 
plus which the bears of the wheat market 
have been dangling over the heads of 
the bulls for many months, will continue 
to be locked up, and therefore unavail- 
able for the world’s consumption. With 
that prospect staring the wheat import- 
ing countries in the face, it would ap- 


pear to be almost ridiculous for such an 
authority as Beerbohm to figure on an 
exportable supply from Russia of 
240,000,000 bushels in _ estimating 
world’s wheat requirements and supplies. 
Including Russian wheat, Mr. Beerbohm 
estimates the world’s supply for export 
at 748,000,000 bushels, while he esti- 
mates the needs of importing countries 
exclusive of Germany at 492,000,000 
bushels. But why not include Germany 
among the importing countries if count- 
ing Russia as one of the exporters? The 
one is not more effectively shut in than 
the other is shut out. A fairer assump- 
tion would be that Russia will export no 
wheat this season. Deducting her share 
of 240,000,000 bushels from the export 
supply, then, we would have a total 
available surplus of only 508,000,000 
bushels against estimated requirements 
of 492,000,000 bushels. Inthe writer's 
opinion, that would be an eminently 
more practical point of view. Assuming, 
then, that Beerbohm’s estimates of 
world’s requirements are approximately 
correct, but rejecting his inclusion of 
Russian wheat in the available supply, 
the deduction is fair that the export sur- 
plus will just meet the world’s require- 
ments. But Beerbohm’s estimate of 
needs may prove to be too low. He 
reaches his total as follows: 

Requirements of Bushels 
United Kingdom 200,000,000 
France 56,000,000 
Italy 56,000,000 
Holland and Belgium ..... 56,000,000 
Spain and Portugal 8,000,000 
Other European Countries. . 52,000,000 

While hesitating to dispute such a 
well known authority, the writer thinks 
Beerbohm has underestimated the needs 
of both France and Italy, and that these 
two countries alone will require more 
than he allows them sufficient to swell 
the grand total by 40,000,000 bushels. 
In other words, to bring it in excess of 
the available supply as figured by the 
same authority. Of course, a deficit of 
any commodity is merely theoretical. 
There can not be more consumed than is 
available, but when there is a larger de- 
mand than supply, prices advance until 
apparent needs are boiled down to im- 
perative needs. 





